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a professional salute to 


PylcDonald’s 


CANADIAN INCOME TAX 


“This is a well organized and 
complete work on the Income Tax Act. 
MC. 1. Kune, v.00, e0ys It is obviously based on a comprehensive 

understanding of the concepts upon 
which our system of taxation rests. 
“CANADIAN INCOME TAX gives 
promise of earning a permanent place 
on the working shelves of those who 
require an authoritative and reliable 


treatise on the subject.” 


THE CANADIAN CHARTERED ACCOUNTANT, 
July 1955 


The delivered price of this first-class new 
book is $35.00 with Service to December 
31st, 1955. May we send you a copy to 
use on a trial basis for several weeks? This 
inspection will give rise to no obligation 
on your part. Simply write to: 


BUTTERWORTH & CO. (CANADA) LTD. 


1367 Danforth Avenue, Toronto 6, Ontario 








-SENSIMATIC “50° 


puts new thrift in full-size 


accounting machines! 


Right from the start, the remarkably low price of 
the Sensimatic “50”’ saves you money. And you 
continue saving through lower form costs—the 
Sensimatic ‘‘50”’ prints original ledger and state- 
ment without carbonized forms. More savings, 
too, through increased productive output—even 
inexperienced operators quickly become expert. 
And talk about convenience! The new Sensimatic 
“50” totals automatically . . . carriage moves, 
opens and closes automatically . . . posts dates 
automatically. Forms are easily inserted in the 
front-feed carriage. 


Step up to modern accounting efficiency. Plan to 
see the Burroughs Sensimatic “50” soon. Your 
nearest branch office will be glad to arrange a 
demonstration, or write Burroughs Adding 
Machine of Canada, Limited, Windsor, Ontario. 


“Burroughs” and “Sensimatic”—Reg. T-M's 


WHEREVER THERE’S BUSINESS THERE’S Burroughs 
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TAXES, TARIFFS 
& SUBSIDIES 


A History of Canadian Fiscal Development 
J. HARVEY PERRY 2 VOLUMES, 800 pages 


ea eer et ho a 
—_ 


® Taxation at the federzl, provincial * A timely publication, by the Director 
and municipal levels. of the Canadian Tax Foundation, 
© Tariff issues against their historical discussing major issues of government 
background. in 1955. 
© Intergovernmental subsidies and tax © Tables, summaries, chronological sur- 
arrangements. veys, and biographical material. 
$25.00 
University of Toronto Press Toronto 5 
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NCHED 

UNDERWOOD SAMAS PU 

CARD ACCOUNTING ACTUALLY 
LOWERS COSTS WHILE 

SPEEDING UP YOUR OPERATIONS 










The smaller size of Underwood Samas 21 and 40 column punched cards 
makes them easier to handle. The correspondingly more compact 
Underwood Samas machines and small, low cost cards take up less space. 
And in a matter of hours. you can have detailed reports on: accounts 
receivable, accounts payable, inventory control, sales analysis, labour 
distribution, cost accounting, production control, expense distribution, 
billing, statistics and market research. 


Methods ENGINEERED to tit YOUR Needs 


1. Experienced technicians study your present methods. 

2. The economies and other advantages of mechaniza- 
tion are determined. 

3. Cards and forms are worked out. 

4. The right machines are specified. 

5. A complete proposal is submitted. 

You know in advance of installation how an Underwood Samas 

Punched Card System will cut your cost of operations. 
Write or phone for further information. 


somaya SAMAS PUNCHED CARD DIVISION 
Underwood Limited 


354 VICTORIA STREET, TORONTO 131, ONTARIO 
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W. D. CLARKE 


W. D. Clarke in his article “Flow 
Charting as a Technique in Business” 
reports on the use of charts in rela- 
tion to procedure studies. Millions of 
dollars are spent annually in collect- 
ing data for business purposes and 
Mr. Clarke says that experience has 
shown that the use of a procedure 
chart is the best method of picking 
up all the details in a procedure. De- 
tails omitted leave obvious gaps 
which would not be noted in a 
written procedure. 


The author's discussion centres 
around his belief that the greatest 
value of the graphic chart is its use 
in the analysis of a problem. A pro- 
perly drawn chart gives a comprehen- 
sive picture of the situation and while 
it will not bring out new facts, it will 
disclose hidden ones. 


W. D. Clarke is manager of meth- 
ods and coordination at the Ford 
Motor Company of Canada Limited 
where his work entails responsibility 
for finance division procedures, the 
controller’s manual outlining account- 
ing policies, the company chart of 
accounts and research in connection 
with office equipment. He is a mem- 
ber of the National Office Manage- 
ment Association, Windsor Chapter. 


MARCEL BELANGER, C.A. 


There is no subject in accounting 
which has led to more confusion than 
that of reserves, writes Marcel Bé- 
langer in his article “Les Réserves et 
l'Impét sur le Revenu”. The word 
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“reserve”, says the author, has been 
employed to designate at least five 
categories of entries totally different 
from one another. The English version 
of Marcel Bélanger’s article appears 
in “Introduction to Income Tax Law” 
by Eugene La Brie. 


Marcel Bélanger is a graduate of 
Harvard and Laval universities and is 
presently teaching economics and tax- 
ation at the Faculty of Commerce, 
Laval University. He is a member of 
the Institute of Chartered Account- 
ants of Quebec and associated with 
Bélanger, Dallaire and Gagnon of 
Quebec City. 


R. N. A. KIDD, C.A. 


For the buoyant market in British 
ordinary shares since the election 
American and Canadian investors are 
partly responsible. When it comes to 
paying taxes on profits distributed to 
these shareholders, many questions 
arise, for the U.K. tax system is not 
a simple one. 


In his article “Features of the Brit- 
ish Tax System” Robert Kidd explains 
the extent to which the government 
on the one hand and the sharehold- 
ers on the other participate in profits. 
The author is a partner in Cooper 
Brothers & Company and McDonald, 
Currie & Company, and has been as- 
sociated with the former firm since 
1919. For the past 25 years he has 
been largely concerned with the audit 
of Canadian subsidiaries and branch- 
es of U.K. companies and, as a con- 
sequence, has had wide experience in 
international tax problems. Mr. Kidd 
is a member of the Institute of 
Chartered Accountants of Quebec 
and is the Quebec representative on 
the Board of Examiners-in-Chief, a 
sub-committee of the Provincial In- 
stitutes’ Committee on Education and 
Examinations. 
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Now available for Canadian Accounting .. . 


UNIVAC 120 Punched-card Electronics 


Does Univac 120 really think? 


Executives who use today’s most 
advanced punched-card computer say — 
“Yes!” Because the Univac 120 makes 
dozens of calculations every second. 
It figures out a complete financial story 
while the facts are still useful. It 
simplifies, correlates and solves, at a 
rate and with accuracy no human can 
match, the most complicated account- 


ancy problems. It does, in fact, re- 
place routine human thinking, saves 
untold man hours to free skilled per- 
sonnel for creative thinking. 

Whenever it is a matter of analyz- 
ing, classifying, making logical deci- 
sion, comparing and calculating — Uni- 
vac 120 will earn its way repeatedly 
in speed, accuracy and efficiency. Put 
it squarely up to us to show you 
HOW and WHERE. 


Flemington. Fane. evectronic systEMs 


Remington Rand Limited, 984 Bay Street, Toronto 
Branches across Canada 
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NOTES AND 


Conference on Accounting 
Education 


A meeting sponsored by The Can- 
adian Institute of Chartered Account- 
ants and the Society of Industrial and 
Cost Accountants was held in Win- 
nipeg on August 29-31 with repre- 
sentatives from the Canadian uni- 
versities. Its purpose was to explore 
the field of education in accounting 
matters and review the present 
schemes operated by the universities 
for the education of prospective mem- 
bers of the profession. 


Annual Conference — Toronto 


During the last week of July mem- 
bers of the Institute received copies 
of the program for the annual meet- 
ing in Toronto from September 12 to 
September 14. It will greatly assist ad- 
ministrative arrangements if those 
proposing to attend will complete and 
return as soon as possible the reserva- 
tion card which formed part of the 
program. 


C.1.C.A. Annual Report 


The new form of annual report sent 
to members this month is designed to 
cover briefly the major projects per- 
formed by the Institute. It shows the 
progress which has been made during 
the year. The membership of the In- 
stitute is now slightly over 6,400. Ten 
years ago it was 2,923. This year, the 
Governor General’s gold medal for 
the highest standing in the uniform 
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COMMENTS 


final examinations will be awarded for 
the first time. Several new research 
bulletins, regarded as authoritative by 
the profession, have been issued by 
the Committee on Accounting and 
Auditing Research. The committee is 
working on various projects including 
a number of brochures on specialized 
accounting for certain Canadian in- 
dustries. The Institute is expanding 
its program of interpreting accounting 
and the accounting profession to other 
groups and as mentioned elsewhere, 
The Canadian Chartered Accountant 
is appearing with new features added. 
The Taxation Committee appears be- 
fore the Ministers of Finance and 
National Revenue with recommenda- 
tions for amendments to the Income 
Tax Act. 


In addition to these activities, the 
Institute is giving special study to 
the field of accounting education and 
to the problem of developing an ade- 
quate supply of professional account- 
ing personnel to meet the require- 
ments of industry. 


It may well be said that the sum 
total of the report is a reflection of the 
continuing development of the ac- 
counting profession as a whole. 


English Institute New President 


At a recent meeting of the Council 
of the Institute of Chartered Account- 
ants in England and Wales, Mr. 
William Speight Carrington, F.C.A. 
was elected president of the Institute. 
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“MY BOSS 
AGREES 

WITH 

ME!” 


The IBM Electric made a big hit with 
me the first time I tried it. Just a 
touch produces beautiful, uniform 
typing—no more “pounding a 
typewriter” for me! aad 


And is my boss happy, too! _ 
He says our new “IBM 

letters” are so distinc- 
tive they build up com- 
pany prestige saleven 
help to clinch some 
new business. I 
turn out my work 

in far less time, 
too, because it 
takes so much 
less effort. 
IBM “power 
typing’’ has 
given my job 
—and me— 

a real lift! 


You can get more information and an IBM demon- 
stration oe calling your nearest IBM office or 
writing to International Business Machines Com- 
pany Limited, Don Mills Road, Toronto 6, Ontario. 


IB ELECTRIC ; 
a5 4V4 | TYPEWRITERS |... OUTSELL, ALL OTHER ELECTRICS COMBINED! 
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He is a partner in the firm of Whin- 
ney, Smith and Whinney and was a 
member of the Royal Commission on 
the Taxation of Profits and Income. 
He has also been a member of the 
Millard Tucker Committee on the 
Taxation of Trading Profits and on 
the Taxation Treatment of Provisions 
for Retirement. 


Royal Commission Report 


The Royal Commission on the Tax- 
ation of Profits and Income, appointed 
in January 1951, recently produced its 
final report. It is almost 500 pages in 
length, thus making it a compre- 
hensive review of the British taxation 
system. Some 90 recommendations 
were made by the majority with a 
memorandum of dissent by three 
members of the commission who 
signed what is in effect a minority 
report. Copies of the report are 
available from Her Majesty’s Station- 
ery Office, Kingsway, London, W.C. 
2 at a cost of 12s. 6d. net. Certain 
aspects of the report will be dealt 
with in a later issue of the magazine. 


In the News 


We wish to extend sincere con- 
gratulations to Hartland DeM. Mol- 
son O.B.E. on his appointment to the 
Senate. Well known as the president 
of Molson Breweries Limited, he has 
been a member of the Quebec In- 
stitute of Chartered Accountants 
since 1933. Senator Molson is to 
speak at the September Convention 
on the state of the profession from 
the viewpoint of the chartered ac- 
countant in industry. 


Editorial 
This month’s editorial has been sub- 
mitted by Francis G. Winspear, 


F.C.A. Mr. Winspear was elected a 
member in 1929 and holds member- 
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ship in the Institutes of Alberta, 
British Columbia and Manitoba. He 
is associated with the firm of Win- 
spear, Hamilton, Anderson & Com- 
pany of Edmonton. 


About Ourselves 


In July, the magazine with its new 
format appeared in a more attractive, 
readable style. In August, Recent 
Books department was replaced by 
“Current Reading” to become a reg- 
ular monthly feature edited by Pro- 
fessor Peter Briant and dealing with 
current accounting literature. Begin- 
ning with the same issue, “Adminis- 
trative Accounting” by Kenneth Place 
introduces a new department of in- 
terest to members of the profession 
in industry. So far this year five 
articles have been reprinted or com- 
mented upon in other publications. 
Now with this issue a further signi- 
ficant event occurs. For the first time, 
as a monthly publication, The Can- 
adian Chartered Accountant is pub- 
lishing a 96-page issue. The accumu- 
lative desire behind these changes is 
to try and render more useful ser- 
vice to our readers. We need hardly 
add that suggestions for further im- 
provements will be welcomed. 


Tax Foundation Conference 
The Canadian Tax Foundation 


® Annual Conference will be held on 


November 7 and 8, 1955 at the Royal 
York Hotel, Toronto. Details of the 
program will appear in the October 
issue of the magazine. 


A.LA. Annual Meeting 


The annual meeting of the Amer- 
ican Institute of Accountants will be 
held in Washington, D.C., October 
22-27. Joseph Campbell, Comptroller 
General of the United States, has ac- 
cepted an invitation to speak. 
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There's an 
Underwood Sundstrand 
to speed up every 
adding-figuring problem. 


Manually 
operated 
Models 





Underwood Sundstrand 
ADDING—FIGURING MACHINE 


with 


high speed multi-flex control 


Automatic 
Printing 
Calculator 





‘ 

' 
Test for yourself how easy it is to operate the Under- ' Porcabl 
wood Sundstrand, how swiftly you change over between ; ee 
types of figure work with the amazing "'multi-flex'’ 4 10 Key 
' 
' 
' 
' 
' 





control. Judge for yourself its smooth, quiet action, Duplex 
its time-saving speed. Get the evidence at your finger- 
tips and prove that you get more figure work for less 


effort. Arrange with your Underwood branch for a Single and 
free 10-day trial now. Duplex 
Shuttle 

Carriage 

Machines 





Adding Machine Division 


Underwood Limited 


HEAD OFFICE: UNDERWOOD BUILDING, 
135 VICTORIA STREET, TORONTO 1 

COMPANY-OWNED BRANCHES AND SERVICE 
IN ALL CANADIAN CITIES. 


Made and serviced by 


Automatic 
Portable 









Posting 
Machines 






the makers of Underwood typewriters. 
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Montreal, July 8, 1955 
Sir: The article entitled “A Closer Look at 
the Final Examination Results” which ap- 
peared in your June 1955 issue makes vari- 
ous assertions that are so misleading as to 
demand drastic analysis and qualification. 


In the first place there is the statement: 
“On the basis of the results of the last three 
examinations it would appear that the Que- 
bec Licentiate students have only a 50% 
chance of passing the final examinations 
on their first attempt.” What is meant 
by Quebec Licentiate students? The Act 
of Incorporation of the Institute of Chart- 
ered Accountants of Quebec provides for 
three Diplomas of Licentiate in Account- 
ancy. These are the diplomas of Laval 
University, the University of Montreal and 
McGill University. Laval and McGill both 
adopt the final uniform examination papers 
of the Canadian Institute of Chartered Ac- 
countants for their Licentiate examinations. 
Thus the sweeping reference to Quebec 
Licentiate students in the above statement 
actually concerns students of these two uni- 
versities. It is not fair and proper to make 
any general statement as to the 50% chance 
of success of Licentiate students in general. 
If their chances are to be evaluated at all 
in an open article, the percentage must be 
stated separately for each of the universi- 
ties in question. 

Now what are the facts as to the McGill 
Licentiate results? It must be remembered 
that the Licentiate students sit with the 


McGILL LICENTIATE EXAMINATION 


C.A. candidates and their papers are marked 
by the same examiners, who have no means 
of distinguishing them from the others. 
Shown below are statistics for the past three 
years. It is to be noted that the McGill 70% 
in 1954 is higher than any of the others 
quoted in Table IV of the original article: 
High school graduates 66%, Bachelor of 
Commerce 69%, Quebec Licentiate (both 
universities combined) 51%, other univer- 
sity degrees 57%. The totals of the same 
table also show that the McGill successes 
were 12% above the average for Canada in 
1952, 4% below in 1953 and 7% above in 
1954. Again in 1954, McGill had 74 Licen- 
tiate candidates of whom 46 passed. This is 
62.2% which was third highest in Canada, 
British Columbia’s being 79% and New 
Brunswick’s, with a small number of candi- 
dates, 64%. 


The strongest exception must be taken to 
the following statement about Licentiate 
students from the same article, with its 
obvious innuendo against university train- 
ing: “These candidates have had the equiv- 
alent of one year’s university study beyond 
the Bachelor of Commerce level. Yet their 
results have been consistently lower than 
those of the Bachelor of Commerce gradu- 
ates ... (In the) 1954 examinations these 
students did not do as well as the high 
school graduates writing for the first time.” 
The statistics already quoted clearly dis- 
prove this, if applied to McGill Licentiate 
students who must suffer very real damage 





RESULTS 


(Papers of the Uniform Final C.A. Examination) 
CanpipATEs WHO PAssEeD THE WHOLE EXAMINATION AT THE First ATTEMPT 


1952 1953 1954 
No. of Passes No. of Passes No. of Passes 
Candidates No. % Candidates No. % Candidates No. % 
41 28 68.3 44 64.1 43 30 70 
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Sales Offices in Principal Cities 








in office equipment we ever made, 


says Mr. L. J. Scarrow, Office Manager, Universal Sheet Metals 
Limited, 350 Brimley Road, Toronto, 13. 


“The use of the National Class 31 Accounting Machine in our 
payroll has cut the number of operations in our payroll system from 
four to one, and is giving us also more information and by-products 
than formerly. This includes an expense voucher. (Another little 
feature that has saved us more time in the Accounting Department). 
“This means that we have cut down on electrical time and labour, 
resulting in a substantial reduction of these costs. We believe that 
the investment in the National 31 has been one of the best we have 
ever made in office equipment. 

“Other operations besides payroll are handled on this machine, such 
as accounts payable fendi a remittance advice and cost distribu- 
tion in one operation, cost of contracts completed, and cheque writ- 
ing. 

“Everyone appreciates the fact that it has almost levelled out the 
month-end peaks and therefore, made our life a great deal easier. 
Management also likes it because it gives them up-to-date contract 
cost and financial information.” 


You can make your life easier too. There is a NATIONAL SYSTEM 
tailored to the needs of your business. For full information call 
your NATIONAL representative. He is listed in the YELLOW 
oo of your phone book under “ACCOUNTING MACHINES — 


THE NATIONAL CASH REGISTER COMPANY i 
OF CANADA LIMITED National 


‘ CASM REGISTERS 
Head Office: Toronto Yt RAL ee ee) 44a ee Pie 2) 
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statements simply should not be made. 


Next there is the question of exemption 
from the intermediate C.A. examination. Let 
me say immediately that McGill would not 
have the slightest objection to a require- 
ment that its B.Com. graduates, whether 
Licentiate students or not, should sit the 
intermediate C.A. examination without any 
exemption. At the end of their third year 
McGill students specializing in accounting 
are expected to have reached the inter- 
mediate C.A. standard. They will hardly 
pass the third year examinations if they 
have not done so. But again the McGill 
results flatly contradict the following pro- 
nouncement by the article in question: “A 
breakdown of the results obtained by Bach- 
elor of Commerce graduates writing the 
final examination for the first time leaves no 
doubt as to the advisability of requiring the 
passing of the uniform intermediate examin- 
ation as a prerequisite to writing the final 
examination.” This is not true of McGill’s 
Licentiate results. 

What of the statement: “Unfortunately 
the Institutes of Quebec and Saskatche- 
wan have consistently fallen short in their 
percentage of passes”? The Quebec Insti- 
tute requires English-speaking students resi- 
dent in Montreal to attend the McGill even- 
ing classes, so this statement closely con- 
cerns the university. Percentage results will 
be given, but it should be noted that such 
percentages would be a fair basis for inter- 
provincial comparisons only if either (1) 
the training institutions could not, by their 
screening tests, prevent their students from 
going on to the C.A. examination or (2) 
the screening tests and determining stand- 
ards were the same throughout Canada. 


Here the lowest percentage is higher than 
the 1954 Canadian average of 52.6% given 
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FINAL C.A. EXAMINATIONS, McGILL NON-LICENTIATE STUDENTS 


1952 1953 1954 

No. of Passes No. of Passes No. of Passes 

Candidates No. % Candidates No. % Candidates No. % 
(Whole Examination at one Sitting) 
46 30 65.2 60 38 63.3 68 40 58.8 
(Qualifying with or without Previous Supplementals) 

56 39 69.6 75 49 65.3 88 47 53.4 

from the generalization. Such sweeping in Table I of the original article, while in 


1952 the average for Canada of 49.4% 
was 20.2% below McGill’s figure. None of 
these students had been exempted from the 
intermediate examination. 


The general tendency of the article to 
belittle the value of university training is 
greatly to be deprecated. The trend 
throughout the world today is in favour of 
ever closer association between the account- 
ing profession and the universities. If 
Canada thinks that correspondence tuition 
is anything but second best, it is badly 
behind the times. 

In the last five years McGill students 
have three times led the country in the final 
examinations: in 1950 a non-licentiate even- 
ing student, in 1952 a McGill licentiate, in 
1953 a B.Com. graduate from another uni- 
versity after training for the two final years 
in the McGill evening school. It is to be 
hoped that these and the facts stated earlier 
will speak for themselves to other Provinces 
and revive the confidence of Quebec stu- 
dents, who may well have been perturbed 
when they read this damaging article in the 
June issue. 

KENNETH F. Byrp, A.C.A. 
Professor of Accounting, 
McGill University 


Toronto, July 21, 1955 


Sir: I wish to take advantage of your 
columns to acquaint our members who are 
engaged in public practice with the contents 
of a letter recently received from Mr. W. 
R. Scott, Secretary-Treasurer of the Trust 
Companies Association of Ontario. 

Writing on behalf of the transfer agents 
located in Ontario, Mr. Scott suggests that 
all inquiries relating to stock transfers be 




































Government of Canada Bonds 


and Treasury Bills 


Provincial and Municipal Bonds 


Public Utility 
and 
Industrial Financing 


Orders accepted for execution on all stock exchanges 


Domurmon Securrmes Gren. LiniteD 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 


[FRAND & [OY 
hos EVERYTHING lor YOUR OFFICE / 


They're Safer than 





Complete RECORDS in Record Time! 


Multi-Rite 


PEGBOARD ACCOUNTING 


@ PAYROLL 

@ ACCOUNTS RECEIVABLE 

@ ACCOUNTS PAYABLE 

In recommending Malti-Rite Pegboard 
Accounting Systems, you are suggesting a 
record keeping method that anyone can use, 


—will give complete records for government 
or internal statistical needs, save 2/3 of staff 


time. 
For illustrated literature or demonstration call— 


OBTAINABLE FROM E; alan 


ALL CANADIAN PACIFIC AGENTS 
AND MOST BANKS "5S TORONTO STORES TO SERVE YOU” 


Main Store: 6-14 Wellington St. W., Toronto, Can. 











submitted in duplicate, and contain the 
following information: 


Name of Stock 
Certificate number (s) 
Receipt number (s) 
(if local delivery ) 
Number of Shares 
Class of Stock 
Names of transferor and transferee 


Without this information, the agent is 
unable to identify the entire transaction in 
question. Our cooperation in this regard 
will greatly facilitate the handling of in- 
quiries and result in improved service. 

E. Micuaet Howarts, 
Executive Secretary, C.I.C.A. 


Toronto, July 5, 1955 

Sir: I would like to congratulate you very 
heartily on the new format of The Can- 
adian Chartered Accountant. It is a very 
great improvement over the previous pub- 
lication and the articles are much easier to 
read. I am sure you will receive approval 
from all members of the Canadian Institute. 
M. A. BrapsHaw, F.C.A. 


Toronto, July 5, 1955 

Sir: This [July] issue is indeed striking 

and contains a number of excellent articles. 

I wish to congratulate you on the “new 

look” and to wish you every success in the 
future. 

V. F. Bowman, 

Editor, 

The Canadian Journal of Accountancy 


Toronto, July 7, 1955 
Sir: I would like to add my words of 
praise to those you have no doubt already 
received. The changes are undoubtedly 
excellent and very welcome. 

W. M. Brace, F.C.A. 


New York, July 11, 1955 

Sir: . . . the new style of The Canadian 

Chartered Accountant is a vast improve- 

ment. You have opened up the book and 

let a lot of fresh air sweep through it. And 

if our own experience is any guide, you are 

certain to receive a lot of letters from grate- 
ful readers. 

Joun LAwLer, 

Editor, The Journal of Accountancy 
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Halifax, July 12, 1955 

Sir: Congratulations on a wonderful July 

issue. I am delighted to see that it mea- 

sures up to the high standard that you 
spoke of. 

F. C. Burton, C.A. 


Vancouver, July 12, 1955 

Sir: The new Canadian Chartered Account- 

ant has made a very favourable impression 

on everyone I have spoken to out here, 
Congratulations. 

D. R. Luxin Jounston, C.A. 


Montreal, July 11, 1955 

Sir: The new format is a tremendous im- 

provement over the old. May a fellow 
editor offer sincere congratulations? 

G. V. V. NicHOLLs, 

Editor, The Canadian Bar Review 


Toronto, July 21, 1955 
Sir: This is an opportunity to tell you how 
much the new format improves the book, 
in my opinion. The “new look” is really 
something, and I think all those who had a 
part in bringing it about are to be con- 
gratulated. 

You might be interested to know that I 
find, usually, at least one article in each 
issue of value to me in my work. 

P. A. VATCHER, 
The Canada Life Assurance Company 


Swift Current, Sask., Aug. 1, 1955 

Sir: I have received the first copy of the 

magazine in its new format and am pleased 

to say that I have been very favourably 
impressed. 

M. V. Jerrery, C.A. 


Moncton, N.B., Aug. 1, 1955 
Sir: You are to be congratulated on the 
improvement you have inaugurated in the 
magazine. I think the attractiveness and 
readability have increased greatly. I feel, 


however, that the magazine has lost some- 
thing in eliminating the red standout letters 
CA used on the cover of the journal. The 
letters CA have been emphasized in the past 
and in my opinion should be in the future. 

Wa ter W. B. Dick, C.A. 
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The Friden 


automatically 
after each 


calculation! 


You simply depress one key and the 
Friden clears automatically after each 
calculation. With the Friden there is no 
need to check the keyboard, no chance 
of old answers being left to accumulate 
with the new, and no wasted time posi- 
tioning the carriage—it re-positions 
automatically! 

Friden’s automatic clearing saves an 
extra operator decision and _ lessens 
chances for error. Fully automatic in 
every operation, the Friden makes an 
operator’s job easier and your calcula- 
tion work more accurate. 

Priced as low as $525, there is a time- 
saving Friden Calculator to suit your 
business needs. For an amazing 10- 
minute demonstration of the Friden, 
write or phone: 


Joseph McDowell Sales Ltd. 


CANADIAN DISTRIBUTORS, 992 BAY ST., TORONTO 


FRIDEN 


Sriden figures faster 






SALES AND SERVICE ACROSS CANADA 
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A Billion Dollar Business .. . 


Pulp and paper is Canada’s largest, 
most important industry. Total pro- 
duction is well over one billion dollars 
a year. It provides more employ- 
ment than any other industry, 
accounts for about one quarter of 
total Canadian exports, and provides 
the raw materials for many 


secondary industries. 


Basic to our present and future 
economy, the pulpand paper industry 
is one of the chief factors responsible 
for Canada’s position as a leading 
trading nation of the world. It has a 
record of expansion and growth which 
in recent years has more than kept 
pace with Canada’s progress. 


We believe the securities of 
Canadian pulp and paper companies 
offer many opportunities for invest- 
ment. There are first mortgage bonds 
and debentures for those whose chief 
need is capital security . . . preferred 
shares for current income...common 
shares for those who wish to partici- 
pate in the industry’s growth and 
expansion. 

If you are interested in discussing 
the securities of this important 
industry, and particularly those 
suited to your objectives, you will be 
welcome in any of our offices . . . or 
if it is more convenient for you, a 
letter addressed to us will receive 
the same careful attention. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO 


WINNIPEG VANCOUVER 
KITCHENER 


NEW YORK 


MONTREAL 
LONDON 


VICTORIA 
OWEN SOUND 
BOSTON 
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OTTAWA 
QUEBEC 


CALGARY HAMILTON 
ST. CATHARINES 
LONDON, ENG. 








Editorial 


ACCOUNTANCY AT THE CROSSROADS 
A Guest Editorial 


In EpucaTIoNaL matters accountancy is at the cross-roads. Within 
the next few years leaders in the profession must give serious thought 
as to the objectives in training an accountant. At the present time 
we are throwing the ball around aimlessly, endeavouring to provide 
short-term solutions for long-term problems. If the profession is to 
continue to perform its appointed functions, if it is to serve society 
in the fullest sense, it must crystallize its own thinking on the most 
useful training for its members. 


On the one hand there are those who emphasize the value of 
the humanistic or liberal education as a basis for all professional 
endeavour. They consider that a man who has been liberally edu- 
cated is more likely to be well informed, to have objective judg- 
ment and an impassionate and rational attitude towards life’s prob- 
lems. Somebody has suggested that the educated man is skilful in 
picking out the incongruous and the inconsistent. Certainly it is true 
that liberality of education is opposed to bigotry. 


The attributes of a liberally educated person, it is suggested, repre- 
sent more and more the desirable attributes of a professional account- 
ant, who must have wisdom as well as knowledge, a tolerance of 
conflicting interests and an appreciation of human frailties. 


There are those, too, supporting this school of thought who sug- 
gest that apart from professional competence, a liberal humanistic 
education leads to an understanding and enjoyment of life which 
may be in part denied to the man who is equipped with knowledge 
only in a technical sense. When an accountant recognizes himself 
as an historian recording contemporary activities, analyzing and sum- 
marizing those records in such a way that they may be of benefit 
to posterity, when from the sheer love of intellectual activity he con- 
templates the significance of such terms as “complete disclosure” and 
“articulation of expense and income”, when he uses the wealth of in- 
herited experience to meet the problems of an evolving society, then 
only is an accountant not just an accountant but a philosopher. 


On the other hand, there are those who deprecate the view that 
a liberal arts education necessarily provides a fuller enjoyment of 


179 








life. “It is nonsense,” said one professor, “to suggest that a study of 
the humanities may make a person better balanced or adjusted. 
He may develop suicidal tendencies at the contemplation of the 
awkward state of evolution in which we find ourselves. Does it 
make him a better conversationalist? He may withdraw into a brood- 
ing reverie. Does it help him to make proper use of his leisure hours? 
Possibly, maybe not. The creative impulse satisfied by handicrafts 
such as weaving, cabinet-making, or even painting may conceivably 
provide even more enjoyment in the leisure hours.” This surely is 
an extreme view expressed by an intellectual gadfly. Man, the one 
animal capable of reasoned thinking and balanced motives, must 
surely regard the development of his intellectual potential as a life- 
aim in itself. 

Two further considerations may be posed. First, when is the 
best time in the course of the educational process to provide tech- 
nical knowledge and skillsP Secondly, is the best technical training 
for accountancy a process of inserting current techniques almost as 
with a hypodermic needle, or should it be a process of developing 
skilful thinking? Several universities on this continent are obtaining 
wide support both financial and philosophical for the view that ac- 
countancy, and in fact all business training, demands the prerequisite 
of an adult mind, and should therefore only be undertaken at the 
graduate level. Several post-graduate business schools require not only 
a liberal arts degree but some experience in life and the business world 
before a student copes with problems requiring judgment and ma- 
turity. These schools to date appear to have accepted the view that 
in a rapidly evolving society technical data, statute law, the form of 
financial statements, methods of recording transactions, and much 
of the so-called knowledge with which an accountancy student is 
equipped become obsolete almost as quickly as they are assimilated. 
What should be done, they suggest, is to train the mind so that it 
may grapple with problems objectively, consider alternative solutions 
and devise methods of implementing those solutions. 

Opposed to this school of thinking, there are those who suggest 
that accountancy is itself a part of a liberal education. Did not 
Lucas Pacioli when he conceived the balance sheet equation make 
a contribution to philosophical thinking? Is not bookkeeping a branch 
of arithmetic which has the warmth and vigor of active participation 
in business life? Must not an accountant ever be a practical man of 
affairs with his feet firmly on the ground, and a common sense atti- 
tude to the needs of business? Is there not a distinct limit to the 
contributions which the academician can make to accounting? 

It would be presumptuous in this short note to express definitive 
views. The problem can only be indicated. Is the modern chartered 
accountant a really educated man? Is he equipped to serve society’ 
to the best advantage? Are we taking full advantage of the accumu- 
lated wisdom of the ages? Are we really using the resources of 
our great universities? These are questions which must be answered. 


THE CANADIAN CHARTERED ACCOUNTANT, SEPTEMBER, 1955 




















SR  eeenesneeenennneee” 





A Survey of Canadian Business 
in ’Fifty-Four 


J. D. CAMPBELL AND W. D. GAINER 


THE PURPOSE OF this article is to re- 
port on changes in the financial posi- 
tion during 1954 of a sample segment 
of the business community across 
Canada, and so to point to changes 
of more genera] consequence to the 
economy at large. An incidental ob- 
ject of the report is to illustrate the 
potential usefulness in economic 
studies of the “Source and Applica- 
tion of Funds” statement on an ag- 
gregated basis. 


Nature of the Analysis 

The report stems from a continuing 
survey, carried on since 1948, of some 
305 Canadian corporations publish- 
ing financial statements. While this is 
not a large number of companies, the 
sample gains in significance because 
it includes consolidated statements 
wherever found, and because the 
enterprises included in the analysis 
are of a relatively large size. In gaug- 
ing roughly the significance of the 
sample, the following relationships 
are helpful. 

Since 1948, net profits reported by 


the companies comprising the sample 
have constituted about 45% of total 
corporation profits (after taxes) as re- 
ported for the economy as a whole in 
the National Accounts.’ In terms of 
gross capital expenditures by the 
whole of the business sector in the 
economy, these companies have con- 
tributed consistently some 25% to 
28% of the total as reported in the 
National Accounts.? The business in- 
vestment total for the economy in- 
cludes not only the figure for private 
corporations, but also that for govern- 
ment business enterprises as well as 
private unincorporated and non-com- 
mercial enterprises. Hence the sample 
is reasonably large in terms of the 
total activity of the business section 
of the economy. 


Summary of Changes during 1954 
The latest analysis of the sample 
companies with year ends falling 
within the calendar year 1954 re- 
veals a general pattern of net increase 
in fixed assets as well as an expansion 
of net working capital. However, the 





See National Accounts, Income and Ex- 
penditure, 1949-1952, 1950-1953, and 
Preliminary 1954, Dominion Bureau of 
Statistics. 


» 


i) 


Ibid. The aggregate series used here were 


those for “New Non-Residential Construc- 
tion” and “New Machinery and Equip- 
ment”. The sum of these series for each 
year was compared to the annual figure 
from the sample for “Expenditures on 
Fixed Assets”. 
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increase in the former was some 25% 
less than that recorded for either 1953 
or 1952. The net expansion in work- 
ing capital was the greatest shown 
since 1951. Profits before deprecia- 
tion were well sustained at a level 
some 3.8% higher than that for 1953. 


CHANGES IN WoRKING CAPITAL 


The net expansion in working capi- 
tal is evidence in the first place of a 
higher degree of aggregate liquidity 
achieved by the sample group by the 
end of 1954. However, some expan- 
sion in working capital is to be ex- 
pected ultimately as a result of past 
expenditures on fixed assets, followed 
presumably by increases in sales. 


In addition to growth in working 
capital, certain definite changes were 
also evident in the internal constitu- 
tion of working capital during 1954 as 
compared with previous years. These 
changes hold a significance quite 
apart from growth of working capital. 
The increased aggregate liquidity was 
evident in the substantial increases in 
cash and accounts receivable and de- 
creases in inventories, accounts pay- 
able and bank loans outstanding as of 
the end of 1954. The nature of the in- 
ternal changes in working capital sug- 
gests as well that the slackening in 
the pace of economic activity during 
early 1954 arose from a decline in 
sales of business to business rather 
than sales of business to final con- 
sumers. In other words, 1954 was a 
year of large scale downward adjust- 
ment in. business inventories, which 
gave rise to some slackening in busi- 
ness purchases and production not 
fully compensated by a slackening in 


— 


Canadian Statistical Review, Table 1, 
April 1955, Dominion Bureau of Sta- 
tistics. 


- 


National Accounts, Income and Expendi- 


ultimate sales to retailers and con- 
sumers. The decline in inventories 
recorded for the sample during 1954 
was the first since 1949 ($8 million in 
that year) and amounted to some $63 
million. 


DECLINE IN INVENTORIES 


There is some other evidence al- 
ready to support the view that de- 
clines in inventories were much sharp- 
er than any decrease in ultimate sales 
to consumers. The “value of retail 
trade” in 1954 declined only slightly by 
about 14% from the figure for 1953.° 
Preliminary estimates of “personal ex- 
penditure on consumer goods and ser- 
vices” for 1954 showed an increase of 
some 3% over 1953.* Moreover, total 
“consumer credit outstanding” in- 
creased slightly over the record high 
established during the last half of 
1953.° In all, the major reductions in 
total spending during 1954 appear to 
have taken place on behalf of busi- 
nesses rather than of consumers. In 
particular, the annual rate of busi- 
ness spending for capital extension 
and equipment dropped markedly, as 
well as outlays for production into 
inventory. 

The net expansion of fixed assets 
and working capital during 1954 was 
financed to a much lesser extent from 
internal sources of funds than in any 
year since 1947. For the sample group 
as a whole in 1954, 47% of net profits 
were retained in the business. These 
funds were used to finance some 55% 
of the net expansion of fixed assets 
and working capital. Or stated dif- 
ferently, the sample businesses as a 
whole paid out some 53% of profits 


ture, Fourth Quarter and Preliminary An- 
nual, 1954, Dominion Bureau of Statistics. 

5 Statistical Summary, Bank of Canada, 
March 1955, p. 81. 
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as dividends, but for purposes of 
financing expansion the group relied 
on external sources for some 45% of 
funds utilized to finance net expan- 
sion of fixed assets and working capi- 
tal. 

It has already been indicated that 
for the sample as a whole in 1954 
capital expenditures on fixed assets 
decreased somewhat from the high 
levels maintained over the three pre- 
vious years. At the same time, gross 
capital expenditures were still con- 
siderably in excess of depreciation 
allowances and realizations on the 
sale of fixed assets. In 1954, for in- 
stance, depreciation allowances and 
fixed asset realizations covered some 
52% of gross capital expenditures. 
But a question of some importance 
can still be raised about the reasons 
which appear to account for the re- 
duced rate of annual net investment 
during 1954 and, in _ particular, 
whether or not any of these reasons 
might be associated with a deteriora- 
tion in the financial condition of the 
business community. An answer to 
this question should be useful in look- 
ing ahead to the investment outlook 
for the immediate future. 


Further Analysis of Capital 
Expenditures by Various Groups 


While the previous section sum- 
marizes the capital expenditure pat- 
tern for the sample as a whole, there 
are always some companies in the 
sample which move against the gener- 
al trend in a particular year. In the 
case of capital expenditures on fixed 
assets, a substantial part of the sample 
failed to spend on capital account 
amounts equal to or exceeding depre- 
ciation allowances. A study of the 
changing size and characteristics of 
this group may be of some assistance 
in answering the question posed earl- 
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ier. Accordingly, the sample was sort- 
ed into two groups for this purpose. 
The first sub-group consisted of 115 
companies (out of the sample total 
of 305); these recorded unexpanded 
depreciation in 1954, that is expendi- 
tures on fixed assets which fell short 
of the annual provision for deprecia- 
tion. This was the non-investing (net) 
sub-group in 1954. The second sub- 
group included the 190 remaining 
companies which showed an expendi- 
ture on fixed assets in excess of the 
depreciation provision and may be 
viewed as the investing (net) sub- 
group during 1954. 


Tue Non-INvESTING SuB-GROUP 


The first (non-investing ) sub-group 
constituted 38% of the total number 
of companies in the sample, but in 
terms of estimated assets controlled, 
its significance was considerably less. 
It accounted for only 25% of total 
depreciation allowances recorded for 
the sample, and for some 20% of net 
profits in 1954. Moreover, its size 
as a part of the sample was very 
little greater in 1954 than in previous 
vears. In fact, total capital expendi- 
tures which it undertook were down 
by only 214% in 1954 from 1953, 
while those for the remainder of the 
sample were down some 15%. Clear- 
ly the drop in the annual rate of cap- 
ital investment during 1954 was not 
due to a larger proportion of busi- 
nesses failing to spend on capital 
account amounts falling short of the 
annual provision for depreciation. In- 
deed the analysis strongly suggests 
that companies falling into the “non- 
investing” category did so voluntarily 
and not for reasons of financial string- 
ency or non-liquidity. 

To support this statement a num- 
ber of indications in the analysis point 
definitely to a normal periodic restric- 
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tion in net investment and an increase 
in liquidity on the part of some com- 
panies in every year, probably fol- 
lowing an earlier burst in capital ex- 
penditures or in anticipation of a 
planned large outlay in the near fu- 
ture. During 1954, for instance, pro- 
fits and depreciation allowances for 
the “non-investing” sub-group were 
ample to support a substantial in- 
crease in net working capital as well 
as a net reduction in funded debt — 
and this came about with almost no 
outside financing via share capital. 
At the same time, the sub-group dis- 
tributed as dividends some 65% of 
net profit as compared with 50% for 
the remainder of the sample. 

It has already been noted that re- 
sults for the sample as a whole 
showed a marked increase in net 
working capital during 1954. This 
trend was even stronger in the case 
of the “non-investing” sub-group. Re- 
membering that this sub-group repre- 
sented some 20% to 25% of the 
sample in terms of depreciation 
charges and net profit for the year, 
the following provides a more detail- 
ed statement of the comparative 
changes in liquidity between the “non- 
investing” sub-group and the sample 
as a whole. 

The sub-group accounted for some 
47% of the net increase in working 
capital applicable to the total sample. 
With respect to accounts receivable, 
the increase for the sub-group was in 
line with that for the sample as a 
whole and accounted for some 25% 
of the total increase. With respect to 
other short-term items, the sub-group 
accounted for 41% of the total in- 
crease in cash, all of the increase in 
investments held, about 65% of the 
decrease in inventories, 96% of the 
decrease in bank loans outstanding 
and some 45% of the decrease in ac- 
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counts payable for the whole of the 
sample. It is therefore clear that 
companies showing unexpended de- 
preciation as a group had little dif_fi- 
culty in improving liquidity positions 
substantially without recourse to out- 
side funds, and while at the same 
time redeeming net a large amount 
of funded debt and maintaining a 
high dividend pay-out policy. 

Taken together, the evidence gath- 
ered strongly supports the view that 
the “non-investing” sub-group in 1954 
constituted a normal part of any 
sample of business at a particular 
time. The financial strength of the 
companies in the group indicated a 
voluntary curtailment of net invest- 
ment during the year for reasons 
other than any general deterioration 
in their financial position. | More- 
over, the relative size of this category 
of business showed no _ perceptible 
increase as a proportion of the sample 
in 1954, and, in fact, the gross (re- 
placement) investment carried out by 
the group in 1954 fell off only slight- 
ly from the 1953 level. 


THE Investinc Sus-Group 

In view of what has already been 
said in detail concerning the “non-in- 
vesting” sub-group, the same amount 
of detail should not be necessary in 
summarizing changes for the other 
sub-group in the sample, namely that 
including companies showing expen- 
ditures on fixed assets in 1954 in ex- 


_cess of the annual provision for de- 


preciation. The size of this sub- 
group as a part of the whole was no 
smaller in 1954 than in 1953. In 1954 
it included some 190 companies (out 
of the sample total of 305), represent- 
ing 75% of total depreciation allow- 
ances recorded for the sample and 
some 80% of net profits reported for 
the sample. These proportions were 
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almost the same as those for 1953, yet 
capital expenditures on fixed assets 
were down in 1954 by close to 15% 
over 1953. Clearly it was the com- 
panies already carrying out some net 
expansion in fixed assets which failed 
to maintain the same rate of expan- 
sion established in 1952 and 1953. 


Similar to the “non-investing” sub- 
group, the “investing” sub-group also 
demonstrated a marked improvement 
in liquidity represented by an in- 
crease in net working capital and a 
build-up in cash and accounts receiv- 
able, and this was despite capital ex- 
penditures in excess of depreciation 
allowances.. The profit position of 
the sub-group was well maintained, 
and extensive recourse was had to 
outside financing on long-term — par- 
ticularly bond-financing. External 
sources of funds were used to finance 
52% of the net expansion of fixed 
assets and working capital while re- 
tained earnings covered the other 
48%. Retained earnings represented 
50% of the net profits reported. The 
sub-group was also characterized by 
a marked decrease in inventories held 
over the year. 

Again the detailed examination of 
the “investing” sub-group points to 
an obvious and substantial improve- 
ment in the financial adequacy and 
liquidity of businesses in the group 
during 1954. Hence any scaling down 
of investment plans during the year or 
since cannot be explained by refer- 
ence to involuntary cut-backs owing 
to non-liquidity or difficulties in 
financing. 


Another Analytical Sampling 

This conclusion is again strength- 
ened by an examination of another 
sub-group of the sample when the 
latter was sorted on a different basis. 
For this purpose the sample was sort- 
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ed to yield a sub-group consisting of 
companies which in 1954 distributed 
dividends in excess of earnings. For 
the most part, then, this category in- 
cluded low earnings or loss compan- 
ies. Of the 305 companies in the 
sample, 60 fell into this category and 
accounted for roughly 514% of the 
total depreciation provision for the 
sample and some 234% of total divi- 
dends distributed. The sub-group 
showed a net loss of close to $10 mil- 
lion in 1954. But despite the evi- 
dence of financial stringency within 
the sub-group, the enterprises includ- 
ed nevertheless managed to sustain a 
level of capital expenditures in close 
proportion to that for the sample as a 
whole (relative depreciation charges 
again being used as a yardstick of the 
significance of the sub-group in the 
sample). While the “low-earnings” 
sub-group accounted for some 515% 
of total depreciation charges, it also 
accounted for about 4.9% of gross 
capital expenditures recorded for the 
sample. Once more it appears that 
this particular sub-group cannot be 
held accountable to any large degree 
for a sizable withdrawal of invest- 
ment funds during 1954 by sample 
companies. 

Despite losses or inadequate earn- 
ings, enterprises in the “low-earnings” 
sub-group were able to finance ex- 
tensively on the outside. Net issues 
of common and preferred shares pro- 
vided roughly two-thirds of the funds 
required to finance excess dividend 
payments, a net expansion of fixed as- 
sets, and an increase in working cap- 
ital. A liquidation of long-term in- 
vestments accounted for the remain- 
ing one-third. So that even for this 
sub-group, prospects were sufficient- 
ly bright as to make available suffi- 
cient outside financing not only to fi- 
nance a large part of capital expendi- 
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tures in excess of depreciation allow- 
ances, but also to maintain some de- 
gree of dividend payments and to 
bring about a net increase in working 
capital. 

Summary and Conclusions 

The result of that part of the study 
reported here may be summarized as 
follows. Reported profits (before de- 
preciation )* for the sample as a whole 
were up modestly in 1954 as com- 
pared with previous years. At the 
same time, gross capital expenditures 
were down some 15% from the 1953 
level and some 9% from the 1952 
level. A question was raised as to 
whether the cut-back in investment 
appeared to be business-initiated in 
a voluntary way (due entirely to the 
influence of less favourable anticipa- 
tions concerning the future), or 
whether the decline may have been 
something more or less forced on 
some businesses because of increased 
financial stringency which has grown 
out of the recent past and is already 
evident in a deteriorating financial 
position of an increasing portion of 
the business community. 

The conclusions from the analysis 
point to the first possibility. There 
was no noticeable increase in the pro- 
portion of the sample consisting of 
businesses which failed to invest in 
excess of depreciation allowances. In- 
stead, the total amount of capital (re- 
placement) expenditure carried on by 
this group was very little different in 
1954 than in 1953. The evidence in- 
dicated a reduction in the rate of new 
investment on a voluntary basis and 
for reasons other than inadequacy of 


® The figure of reported profits before de- 
preciation has been used since the basis 
of provision for depreciation used by var- 
ious companies does not present a uni- 
form pattern of depreciation charges. 


internal or external funds, or a low 
degree of liquidity on the part of the 
businesses sampled. The reduction 
was most noticeable on behalf of that 
group of companies which was never- 
theless still spending on capital ac- 
count amounts in excess of deprecia- 
tion allowances. 

The study of internal changes in 
the financial structure of the enter- 
prises sampled yielded some indica- 
tion of the reasons why management 
may have been more apprehensive 
concerning investment and expansion 
prospects for the future. There was 
a marked trend towards selling out of 
inventory which, during the period of 
downward adjustment in inventories, 
would affect current purchases and 
production schedules adversely. For 
those businesses serving the adjusting 
enterprises, the effect could very well 
mean a prolonged reduction in sales 
despite unchanged or increasing sales 
by other businesses to ultimate con- 
sumers. In fact, the state of investor 
anticipations during 1954 had every 
reason to be more pessimistic with 
respect to businesses of the first type 
than for those enterprises serving 
consumers directly. Indeed, in an- 
other part of the analysis conducted 
on the sample sorted by type of in- 
dustry, it was evident that net cap- 
ital expenditures increased slightly in 
1954 over 1953 for such groups as 
merchandising, transportation, public 
utilities, foodstuffs, milling and grain, 
construction and beverages. These 
increases, however, were more than 
offset by decreases in oil and rubber, 
textiles, iron and steel, pulp and pa- 


per. 
Associated with the increased ap- 
prehensiveness of business during 


1954 were efforts to increase the fi- 
nancial flexibility and liquidity of the 
business. This is not always easy to 
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attain in the face of generally de- 
teriorating conditions in the consumer 
and financial markets. But because 
of the underlying strength in these 
markets, businesses were able to at- 
tain quickly a marked increase in net 
working capital coupled with a sub- 
stantial downward adjustment in in- 

ventories. In particular, there was a 

very noticeable increase in cash and 

accounts receivable, together with re- 
ductions in inventories, accounts pay- 
able, and bank loans outstanding. 

Having determined this much from 
the analysis, the age-old question 
might doubtlessly be raised: Does 
this type of analysis provide any clue 
as to the likely trend in business in- 
vestment in the immediate future? 
For the most part, the challenge im- 
plied in such a question is apt to 
prove too much for the type of an- 
alysis employed here, notwithstand- 
ing the fact that an aggregated state- 
ment is used representing a large 
sample of businesses. The factors 
involved in a determination of the 
actual level of business investment are 
varied and complicated; many of 
them are subjective in nature and not 
readily measured. 

In general and with respect to any 
type of monetary outlay, the prospec- 
tive level of spending forthcoming is 
broadly determined by two groups of 
factors: 

(a) those controlling the willingness 
of individuals (in this case busi- 
ness executives controlling invest- 
ment decisions) to spend, 

(b) those steming from the ability of 
individuals or institutions to 
spend. 

An analysis of the type discussed 
here is not particularly adaptable to 
an appraisal of the first group of fac- 
tors. Essentially such factors will 
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consist of investor anticipations con- 
cerning the future profitability of ad- 
ditional outlays over a long period of 
time. Even in theory, any sort of 
exact and invariant relationship of 
past trends and information to the 
formation of investor anticipations 
concerning the future is a most diffi- 
cult thing to come by. Hence the 
“willingness” of prospective investors 
(business managements or individ- 
uals) to continue capital outlays at 
any particular level may be condi- 
tioned by a large number of tangible 
and intangible factors in the forma- 
tion of anticipations. Not all of these 
need necessarily be evident in any 
statement of past transactions for 
business in general or for a particular 
enterprise. 

But having recognized the import- 
ance of those considerations controll- 
ing the willingness to invest, one 
must also recognize that a necessary 
condition to investment is an ability 
to command the funds necessary for 
the outlays. In the case of corporate 
investment, this ability will be con- 
trolled partly by the adequacy and 
manner of utilization of profits over 
time (internal financial condition), 
and partly by the apparent attractive- 
ness of the business to outsiders op- 
erating through the capital market. 


It is in connection with this “abil- 
ity” or “potential” to invest that an 
analysis based on an aggregated 
statement of sources and uses of 
funds may be most helpful. Or more 
specifically as demonstrated above, 
the analysis can yield much informa- 
tion as to the relative ease or difficulty 
with which further investment plans 
might be undertaken. It can also 
provide an indication of the adequacy 
and availability of internal sources of 
funds, and to some extent external 
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sources. In essence, the approach 
adopted here may be useful in ap- 
praising periodically whether or not 
the business stage is set for a con- 
tinuation or otherwise of any particu- 
lar trend in investment spending. 

In the case at hand, the study in- 
dicates for instance that by the end 
of 1954 the businesses sampled as a 
group were in an excellent position to 
maintain capital expenditures into 
1955 at the highest levels attained 
previously. Whether or not sufficient- 
ly optimistic investment expectations 
will continue to prevail on other 
grounds is quite another question. It 
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has already been indicated that cer- 
tain elements (notably inventory ad- 
justment) causing increased business 
apprehension in 1954 may have little 
justification on a more permanent 
basis. There is little evidence that 
the “slump” in 1954 was anything 
more than an adjustment in inter- 
business transactions rather than 
something imposed on business by 
any weakness developing in govern- 
ment, consumer or financial markets. 
Indeed, at the time of writing [June 
1955], evidence from other sources 
for early 1955 suggests a return of 
more optimistic investment expecta- 
tions for the immediate future. 








Round-Up of Annual Meeting Information 


THIS ISSUE goes to press in the midst of final preparations for the 53rd annual 
meeting of The Canadian Institute of Chartered Accountants. As members 
already know by now, the conference is a three day event, to be held in 
Toronto, September 12-14. 

Here is a summary of the featured events to help plan your visit. The 
state of the profession will be reviewed by C.I.C.A. President J. Grant Glassco 
and Senator Hartland DeM. Molson beginning at 10 o'clock on Monday. 
This is to be followed by a luncheon for members when the guest speaker will 
be Watson Sellar, C.A., Auditor General of Canada. Three technical sessions, 
and a paper on “Development of Good Human Relations in Management” 
given by John J. Carson of The Hydro-Electric Power Commission of Ontario, 
will round off the afternoon proceedings. That night a reception for mem- 
bers and their ladies will be held at the Royal York Hotel. 

Tuesday’s highlights are addresses by J. H. Collins, F.C.A. on “Require- 
ments of the Ontario Securities Commission” and Theron E. Aiken of the 
United States Steel Corporation on “Electronics for Accounting and Business”. 
The annual general meeting of members will follow these morning sessions. 

Wednesday’s technical sessions will be held at the University of Toronto 
and the traditional dinner and dance will take place in the evening when the 
Governor-General’s chartered accountancy gold medal award will be pre- 
sented. 

An interesting program has been planned for the ladies, with an afternoon 
garden party at the Royal Canadian Yacht Club on Monday. Sight-seeing, 
shopping or golf trips have been arranged for Tuesday afternoon and a 
luncheon will be held at the Granite Club on Wednesday. In this way it is 
hoped that those who come to this year’s convention will have a most profit- 
able and enjoyable time. 
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Features of the British 
Tax System 


R. N. A. KIDD 


Tue British and Canadian laws on 
the taxation of corporate income and 
profits distributed to shareholders 
by way of dividends differ funda- 
mentally from each other. Without a 
knowledge of the scheme of the tax 
it is difficult to assess the effect of 
British tax, for example, upon a Can- 
adian shareholder of a United King- 
dom company. It is the purpose of 
this article to set forth in as simple a 
manner as possible the basic features 
of the British tax system in an endea- 
vour to explain the extent to which 
the government on the one hand and 
shareholders on the other participate 
in profits. 


Tax Law 

The income tax law of the United 
Kingdom is found in a consolidation 
of some 540 pages with much of the 
wording still dating back over 100 
years. It is somewhat of a labyrinth 
and is difficult to understand. It also 
should be borne in mind that the Act 
still has to be read in the light of over 
80 volumes of tax cases in which the 
meaning of the statutory provisions 
has been interpreted. 

In the year 1918 a large and un- 
wieldly mass of legislation governing 
the administration of income tax laws 
was consolidated into a single stat- 


ute, Income Tax Act, 1918. This Act 
was but a consolidation in almost un- 
altered language of an Act of 1842 as 
augmented and amended. A further 
consolidation was effected by the 
passing of the Income Tax Act, 1952. 
This Act, together with the relevant 
parts of subsequent Finance Acts, is 
referred to in general terms as the 
“Income Tax Acts”. 

Income tax is annually reimposed 
by Parliament in the Finance Act of 
each year, which incorporates or 
amends the provisions of the previous 
Acts. The tax is calculated at so 
many shillings, or shillings and pence, 
on each pound sterling of taxable in- 
come. 


Scheme of Tax 

The scheme of the tax is a schedu- 
lar classification of income combined 
with deduction of tax at source and 
this scheme is, in essence, still what 
it was in 1806. The keystone is the 
principle of taxation at the source. 
The tax levied at the point where in- 
come first arises, leaving the first pos- 
sessor of the income to bear the tax 
upon it and to deduct a due propor- 
tion of the tax when distributing any 
portion of it. Thus, limited compan- 
ies are taxed on their profits as a 
whole, before they are distributed. 
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and each shareholder receives a divi- 
dend less the amount of tax paid on 
his behalf. 

Under the British scheme a general 
rate is imposed on all income and a 
surtax based on a graduated scale of 
rates. Under this system a company 
pays tax to the British treasury and 
recoups such tax later on from the 
dividend which it distributes to its 
shareholders. The tax imposed on 
the company is thus in effect a tax on 
the shareholder, and further income 
tax (other than surtax) is not borne 
by the shareholder when the dividend 
is received by him. 

Generally speaking, income tax is 
charged on all income arising in the 
United Kingdom and on all income 
arising abroad of persons, including 
companies, resident in the United 
Kingdom. 

Income is not defined for income 
tax purposes but is classified under 
five schedules. These schedules are: 
Schedule “A”—income from ownership 

of land, buildings, etc. This is as- 

sessed on what is deemed to be the 
annual value of property (whether 
let or in own occupation) less an 
allowance of approximately one- 
sixth for repairs which can be in- 
creased by a claim based on the 
actual average expenditure of the 
preceding five years. In the case of 
trading concerns owning property, 
the expenses in practice are charg- 

* ed in the trading accounts and are 
not the subject of a special claim; 
a double assessment is avoided by 
deducting the net schedule “A” as- 
sessment in the computation of 
taxable profits. 

Schedule “B”’—income from the occu- 
pation of land other than farming 
which is assessed under schedule 
oar. 


Schedule “C”—interest on certain 


Government securities. 


Schedule “D”—trading profits and cer- 
tain other income such as interest 
on loans and income from abroad. 


Schedule “E’~—income from offices, 
employments and pensions. 
Practically all tax return forms are 

issued by the inspector. These forms 
are usually sent out around March 
and April. Twenty-one days are al- 
lowed in which to complete the forms 
but in practice a certain amount of 
latitude is given. The 21 days com- 
mence from the date shown on the 
return. It will be noted that there is 
no set date for a filing such as is the 
case in Canada. 

The government fiscal year runs 
from April 6 to April 5 of the follow- 
ing year, and the tax is imposed at a 
standard rate for each year in the 
annual Finance Act. 

Individuals are entitled to personal 
allowances and reliefs or reduced 
rate relief. Companies are liable at 
the standard rate of income tax on 
their total income and are not en- 
titled to personal allowances and re- 
liefs. 

Trading profits are under Schedule 
D. The assessment is based on the 
profits of the 12 months accounting 
period ending in the previous fiscal 
year except in the case of a new or a 
discontinued business. 

A new business is assessed in the 
first fiscal year on its actual profits 
from commencement of trading up to 
April 5 as there are no profits of the 
previous year available to form the 
basis of the assessment. The assess- 
ment for the second fiscal year is 
normally based on the results of the 
first 12 months trading. In view of 
the basis of assessment of a continu- 
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ing business, it follows that one year’s 
profits have to form the basis of more 
than one year’s assessment. The tax- 
payer has certain options in the first 
three years to select which of the 
early profits will be so assessed. 

When a business is discontinued, 
the profits of one year, or possibly 
more, will not be taxed, in order that 
the period of assessment from the 
commencement of the business to its 
cessation shall be equal to the actual 
trading life. The profits in the last 
fiscal year will always be taxed, and 
the Inland Revenue has an option as 
to what adjustment shall be made to 
the assessment for the penultimate 
fiscal year. It may be of material im- 
portance as to whether a_ business 
ceases just before or after April 5. 

A business can make up its ac- 
counts to any date. Where accounts 
are made up for a period of 12 
months, in normal cases the profit or 
loss shown will be taken to represent 
the results for the year to the follow- 
ing April 5. Thus a year’s profits to 
June 30, 1954 will be taken to be for 
the year to April 5, 1955 and will be 
assessed for the year to April 5, 1956. 

A business can change the date to 
which it makes up its accounts, but 
the Inland Revenue then has power 
of adjustment as to what period it 
will select as equivalent to the 
Government year. It is therefore most 
important for a taxpayer to watch the 
position carefully to see that he is not 
unduly prejudiced by changing the 
date to which the accounts are made 
up. 

Administration 

The administration is in the hands 
of the Inland Revenue Department. 
The department is under the control 
of the Commissioners of Inland Re- 
venue any two or more of whom 


comprise the Board of Inland Reve- 
nue. The commissioners are civil ser- 
vants and their headquarters are at 
Somerset House. The Board of In- 
land Revenue controls the machinery 
of the income tax and acts in an ad- 
visory capacity in the drafting of al- 
terations in the law and in the pre- 
paration of the Budget estimates. 

The Board is represented through- 
out the country by inspectors of 
taxes. Upon these civil servants fall 
the bulk of the work of assessment 
and collection of tax. 


The normal procedure of settling 
the figure of profit for taxation pur- 
poses consists of sending to the local 
inspector of taxes the accounts of the 
business together with a computation 
of the adjustments to be made to the 
profit in order to arrive at the taxable 
profit. This computation in the first 
place is prepared by the taxpayer. 
The great majority of companies en- 
trust their taxation affairs to the 
public accountants. 


The inspector examines the ac- 
counts and computation and if he 
disagrees with any of the adjustments 
or has questions to raise, he then 
takes the matter up with the company 
or tax adviser. Usually any difference 
can be settled by the inspector. 
Where there is a difference of opin- 
ion and an assessment raised on the 
inspector's interpretation, the ques- 
tion of appeal arises. A taxpayer 
can appeal to tribunals known as the 
general commissioners and the speci- 
al commissioners. The Income Tax 
Acts give the taxpayer the specific 
right to be represented by a lawyer 
or an accountant at an appeal. 


The method of adjusting the profit 
shown by the financial statements in 
order to arrive at taxable income 
follows broadly the same pattern as 
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in Canada. Expenditure not allowable 
is added back. Items that may have 
been taxed at source are deducted. 
Depreciation per the accounts is ad- 
ded back and allowances computed 
in accordance with statutory rules 
deducted. Such allowances take the 
form of “wear and tear” allowances 
and the general effect is the same as 
in Canada. Recapture is governed by 
a balancing allowance if the asset is 
sold at a loss and a balancing charge 
if sold at a profit. Profits on sales of 
capital assets are only taxable to the 
extent of wear and tear allowances 
granted in the past. 

Trading losses can be set against 
other taxed income in the same fiscal 
year or carried forward indefinitely. 

The income tax year of assessment 
commences on April 6 and extends to 
the following April 5. The assessment 
is based normally on the profits of a 
preceding accounting period and the 
tax is payable on January 1 in the 
year of assessment. The liability for 
income tax at the date of a balance 
sheet is the proportion of the liability 
for the current income tax year attri- 
butable to the period from April 6 to 
the date of the balance sheet. Thus if 
the accounts are made up to Sep- 
tember 30, 1954, the minimum or 
legal provision should be the propor- 
tion of the tax for the year 1954-1955 
which relates to the period April 6 
to September 30, 1954. Such a pro- 
vision, however, takes no account of 
the balance of the liability for the 
current fiscal year or the tax on the 
current accounting year’s profit which 
will be assessed in the following fiscal 
year. 

The English Institute recommends 
that provision be made for: 


(a) The whole of the tax for the cur- 
rent fiscal year. 


(b) Estimated tax on the current ac- 
counting year’s profits. 


Profits Tax 

In addition to income tax, British 
companies pay a profits tax. This tax 
is restricted to bodies corporate and 
a higher rate of tax is imposed on 
profits distributed than profits re- 
tained. 

The profits tax was originally im- 
posed in 1937 under the name of na- 
tional defence contribution. From 
January 1, 1947 it was renamed “pro- 
fits tax”. Its scope was restricted to 
corporations and a new feature was 
introduced, namely a higher rate of 
tax was imposed on profits distributed 
than on profits retained. This was 
achieved by charging the whole of 
the profits at a higher rate and allow- 
ing relief on the difference between 
the profits distributed and the total 
profits at the difference between the 
two rates. This is known as “non- 
distribution relief”. 

The rates of tax have varied since 
January 1, 1947 but they are at 
present 2214% on total profits with 
non-distribution relief at the rate of 
20% on profits not distributed. Up to 
January 1, 1952 profits tax payable 
was allowed as an expense in comput- 
ing profits for income tax but not 
since that date. 

The tax is charged on the profits 
of the companies’ accounting years 
and the computation of profits follows 
similar lines as for income tax. 

Distributions are allocated to the 
accounting period for which the divi- 
dend is expressed to be paid. 


Taxation in Accounts 

The foregoing which sets out in an 
elementary way the main scheme of 
tax may be clearer by an illustration 
of the treatment of taxation in the 
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accounts of a U.K. company. Income 
tax is calculated on the profits of the 
year preceding the year of assessment 
and profits tax on the profits of the 
accounting period. In general, there- 
fore, companies will usually have in 


Balance 
31.12.53 
Prout tax — L058 cadwecccccscs.s 20,000 
RNS ses: 
Income tax — 1953/1954 ...... 65,000 
1954/1055 ...... 62,000 
1955/1956 ...... 
£ 147,000 





In the statement of profit and loss 
the provision on the profits of the 
year to December 31, 1954 would be 
shown as follows: 
United Kingdom taxation 

Profits tax ......... 

Inoome TAK. ......64. 


16,500 
45,000 £61,500 
In the balance sheet the balance of 
tax provision as shown above £123,500 
would be dealt with as follows: 
Taxation reserve 
United Kingdom income 


tax 1955/1956 ..... 45,000 
Current liabilities 
United Kingdom income 
tax 1955/1956 ..... 62,000 
POON ABE -is6sscstss 16,500 78,500 


For the purpose of this illustration 
the taxable income for December 31, 
1954 has been taken as £100,000 for 
both income and profits tax and pro- 
vision made on the assumption that 
all the profits will be distributed. In- 
come tax on these profits is not pay- 
able until January 1, 1956. Provision 
has been made at the then current 
rate namely 45% or 9/—in the £. 


their accounts amounts set aside for 
tax on past profits and for tax on cur- 
rent profits. A simple worksheet of 
the taxation provisions for a company 
with a December 31, 1954 year end 
might be as follows: 





Paid Balance 
during Provision 31.12.54 
year 
20,000 
16,500 16,500 
65,000 
62,000 
45,000 45,000 
£85,000 £61,500 £123,500 








On a taxable profit of £100,000 
profits tax would be computed as 
follows: 














Profits tax 22%% of £100,000 22,500 
Dividend gross 70,000 
Less: Non-distribution 
relief ..... 30,000 at 
20% 6,000 
eG. SES £ 16,500 
The total tax provision 
ok. i ae 45,000 
bo A ee re 16,500 
Leaving a gross dividend 
distribution of £70,000 
NE Rs fi ielyses 3s wd x's 38,500 
£100,000 
COCO 


Profits tax is complicated and it 
can be seen from the foregoing ex- 
ample that in the extreme case of a 
total distribution the amount of gross 
dividend must be found before com- 
puting profits tax. This can be arrived 
at in the following manner. 

On taxable profits of £100,000 in- 
come tax at 45% is levied and all 
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profits bear 214% of the profits tax 
plus 20% on profits distributed. 

Therefore the amount remaining 
after income tax at 45% and profits 
tax at 214% represents the net divi- 
dend plus profits tax at 20%. The 
calculation is as follows: 


Taxable income ............. £ 100,000 
Income tax 45% ............ 45,000 
Profits tax 24% .............. 2,500 
47,500 

Io ates oes os 52,500 
£100,000 


Let x = gross dividend 
Then X x 55% + X x 20% = 52,500 


75x = 52,500 
100 
Gross dividend ...... £70,000 


Since the introduction of profits 
tax in January 1947, there has been 
a great increase in the rate of tax and 
in the rate of non-distribution relief 
with the result that in the case of 
many companies the accumulated 
non-distribution relief is now material 
in amount. A company’s taxation posi- 
tion may be seriously affected by the 
withdrawal of non-distribution reliet 
previously granted for profits tax pur- 
poses, if distribution is made of re- 
serves or undistributed profits of 
previous years. In view of this and 
other peculiarities of the tax, the 
Council of The Institute of Chartered 
Accountants in England and Wales 


issued a pamphlet of notes on the 
treatment of profits tax in accounts 
which was reproduced in full in The 
Accountant, November 14, 1953. This 
is an authoritative criticism on the ac- 
counting treatment of profits tax and 
should be studied by anyone desiring 
further information covering this tax. 


Shareholders’ Participation 

The British shareholders can claim 
recovery of tax if their assessed rate 
is lower than 9/—in the £ or 45%. 

A resident of Canada receiving 
dividends from a United Kingdom 
company will suffer British tax at the 
source — currently 45%. He will be 
taxed in Canada on the gross divi- 
dend with a tax credit of the lesser of 
his average Canadian tax or the 
amount of the British tax. 

However, Canadian taxpayers who 
are British subjects may be entitled 
to a rebate of a proportion or of the 
whole of the income tax deducted in 
Great Britain from income derived 
therein. The repayment is calculated 
by reference to what the United 
Kingdom tax liability would have 
been if the whole of the income were 
liable to U.K. tax with full allowance 
and relief as if the claimant were 
resident in the U.K. This liability so 
ascertained is then reduced to the 
proportion of such tax as the British 
income bears to the world income. 
Any excess tax will be repaid. 

For a married man with one child, 
an example of the relief is as follows: 
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(An exchange rate of $3 to the £) 
Gross income liable to U.K. income tax. 
(all unearned and taxed at source) .. 


Income not liable to U.K. tax 
Canadian earned income ... 


World income reliefs 


Earned income. Byatt ates utd See aan tae onde @ a9 450 
Personal .... er ad sy ausdbanaitaaua bees ie ee Fes ae 210 
én Aesitnadishseesiasase oin sions are 85 
Life assurance Yosee ae bs ga oo8 ae eres Bs hu 40 
Tax 
First £400 ee hors Brees 


£3,815 at 9/— 


Tax appropriate to income liable in U.K. 


A 2,000 
—— X £1,819. 5.0 
B_ 5,000 
U.K. tax suffered 
U.K. income £2,000 at 9/ ee ae 


ie.) 


& 102.10.0 
1,716.15.0 


£1,819. 5.0 


& 


727.14.0 


900. 0.0 


£172. 6.0 


Tax effect in Canada at $3 — £1 (married man, 1 child) 


Canadian @anned IWOOMIG . .......4 6 6s oes cc tceee wens 9,000.00 
United Kingdom income iON: Oe a phar eRe 6,000.00 (tax at $2,700) 
STEERS Ed conta aie i tan ts ee ee es Pay $15,000.00 
Personal exemptions ..... Posse AME ces enol paul dark areanens 2,150.00 
URI 2s oe ana 2 seen ip Sewn ed Viale ack $12,850.00 
(BE a a ee a ee a ae a $ 3,020.00 
Tax on eT oo oes bce hire oe etes Sea wees 340.00 
$12,850 $ 3,360.00 


Investment surtax 
Investment income $5,000 
Tax exempt ..... 2,400 


$3,600 at 4% . . 144.00 


SE eee a ee 
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Credit for Foreign Income Taxes 
A Tax paid to U.K. on income taxable in Canada ...... $ 2,700 
B_ Net Foreign Income $6,000 X Net tax (Can.) ....... 3,504 = $1,401.60 
Net income $15,000 
Deduct lesser of A or B from Net Tax 








MR. Soca leaa leew 3,504.00 
BS eit ssere 1,401.60 
$2,102.40 
Position if rebate obtained from U.K. 
SRN DONOR erg ee re MN od SP Ret RC gn 2,700.00 
SENN CUE MEMOND co orn cs; se wale oS aeebawe 516.90 
GE ORURCORE hee hein eh kees ees $2,183.10 


As the net U.K. tax is still higher For a more detailed explanation of 
than “B” the taxpayer is $516.90 bet- the complexities of United Kingdom 
ter off. taxation those interested will find a 

The information in this article has wealth of material in a handbook 
been confined to points on which most such as Newport and Plunkett’s In- 
questions are asked by Canadians. come Tax Law and Practice. 


NO ACCOUNTING 


Goodwin had been head accountant with a large Cleveland Company 
for 30 years. The other employees knew him as a quiet, competent worker 
who was on the job every morning promptly at five minutes to nine. 

He had one mysterious little routine. He would unlock his desk, open 
the top drawer, consult a slip of paper, and then lock that drawer again and 
get down to his long day of accounting. Everyone from the president on 
down wondered about that slip of paper, but Goodwin was always evasive 
about answering any questions concerning it. 

Then one day Goodwin was killed in an automobile accident on his way 
to work. The company had to hire a new head accountant, but before the 
new man took over Goodwin’s job and desk, the president and some of the 
top executives decided to solve the mystery of the slip of paper. 

The curious office staff gathered around as the president pulled open the 
drawer. He picked up the slip of paper and read aloud: “The side toward 
the window is the debit side.” 
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Flow Charting as a Technique 
in Business 


W. D. CLARKE 


CHARTS ARE THE road maps of proce- 
dure studies. Just as surveyors cut out 
needless miles of travel and hours of 
driving by mapping new roads which 
eliminate curves and bottlenecks, so 
do procedure analysts cut out need- 
less miles of travel and hours of work 
by charting new systems which 
eliminate business bottlenecks. Just 
as surveyors have to overcome the ob- 
jections of those whose ways or pat- 
tern of life may be changed by the 
new route, so do procedure analysts 
have to overcome the objections of 
those whose ways or pattern of life 
may be changed by the new pro- 
cedure. The efforts of surveyors are 
wasted, however, unless they have the 
necessary support of their superiors, 
and similarly the efforts of procedure 
analysts are wasted unless they have 
the support of their superiors. It is, 
however, the responsibility of the pro- 
cedure analysts not to solicit the as- 
sistance of their superiors in forcing 
their recommended changes on those 
directly involved, but rather to solicit 
assistance in selling those involved on 
the advantages to be gained by the 
new system. The use of charts of the 
old procedure and of the new pro- 
cedure is one of the best ways to ac- 


complish this selling job. Circum- 
stances vary within different com- 
panies, and some experimenting will 
be necessary to determine what type 
of chart program best suits the need 
of any particular company. 


There are many types of charts 
used in connection with procedure 
studies and there are even more meth- 
ods of preparing each type. Those 
used most extensively in our com- 
pany’s clerical methods improvement 
program are the procedure chart and 
the flow process chart, and to a cer- 
tain extent the work distribution 
charts. There are many excellent 
articles dealing with chart prepara- 
tion. The purpose of this one is not 
to describe chart drawing, but rather 
to evaluate charting as a technique. 


The basic symbols used in both 
procedure and flow process charting 
are shown at the top of page 198. 


Flow Process Chart 
Exhibit 1, page 199 

The flow process chart records 
each detail of a job in the order in 
which it occurs. It is a graphic pre- 
sentation of the sequence of events 
in any process or procedure. It is, in 


An address to the National Office Management Association, Grand Rapids, Mich. Chapter. 
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fact, the yardstick with which we can 
measure any job. Lord Kelvin once 
said, “If you can measure that of 
which you speak, and can express it 
by number, you know something of 
your subject.” 


By a simple counting we can tell 
the number of nuts and bolts, wheels 
and pieces of glass in an automobile. 
By measuring, we know the number 
of inches in a foot or feet in a mile. 
The flow process chart is the means 
by which we can actually measure a 
method or procedure. Once we mea- 
sure, we can compare and, as a re- 
sult, make improvements. 


With a flow process chart, we can 
get a picture of the entire process 
and get it in a condensed form. Often 
we are so close to the job on which 
we are working that we cannot exam- 
ine it in an objective light and ana- 
lyze everything that goes to make it 
up. We usually know what is re- 
quired, and what the end result 
should be, but all too often we are 
not aware of the details that are in- 
volved in producing that end result. 


If a person is overworked and finds 
that there are not enough hours in the 
day, a flow process chart can help 
him. It will not provide more time 
by lengthening the minutes in an 
hour, or hours in a day, but by listing 
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SYMBOLS USED IN PROCEDURE AND FLOW PROCESS CHARTING 


When something is being changed, or created, or added 
to, e.g. typing a letter, filling out a form, picking up an object. 

TRANSPORTATION When something is moved from one place to an- 
other, e.g. carrying a letter to another desk. 

INSPECTION When something is checked or verified but not changed, 
e.g. proof-reading a letter, checking a requisition. 

DELAY When the object is interrupted or delayed in its flow, e.g. a 
letter waiting in an “outgoing box”. 

STORAGE When the object is kept and protected against unauthorized 
removal, e.g. a letter in a filing cabinet. 


all of the steps in a day’s work it will 
enable him to analyze and eliminate 
those that are unnecessary. 

It is possible to use flow process 
charts as a basis for preparing stand- 
ard practice or procedure manuals for 
operating departments. 


How to Make a Flow Process Chart 


1. State the Activity Being Studied 
Be sure that you are really break- 
ing down the job you intended to 
break down. 


2. Choose the Subject to Follow 
Stick with it. Pick a person, ma- 
terial or paper form, depending on 
which goes through the entire pro- 
cess you are working on. When 
you pick the subject, don’t change. 
Each detail must be connected 
with that subject. 


3. Pick a Starting and Ending Point 


Be sure you cover the ground you 
want to cover and no more. 


4. Write a Brief Description of 


Each Detail 


Step by step, no matter how short 
or temporary, every operation, 
every move, every storage and 
every inspection must be indicat- 
ed. To list every detail, make the 
chart on the job as you see it done. 
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5. Apply the Symbols 
The description determines the 
symbols. Draw a connecting line 
between the proper symbols. 


6. Block in the “DO” Operations 
Every job is made up of three 
parts: 

1. Make Ready 
2. Do 
3. Put Away 


Make Reapy is the effort and time 
put into getting materials or in- 
formation with which to work, 
e.g. setting up tabulating ma- 
chines. 

Do is the actual work done, usual- 
ly that which adds value to the 
service or product. 


Put Away is the clean-up follow- 
ing the “Do”. 
Shade in the large circle symbols 
for those operations which you de- 
cide are “Do” operations. This 
will help in later questioning, as 
you will start with the “Do” opera- 
tions. 

7. Enter Distance 
Enter distance in feet every time 
a transportation occurs. Sometimes 
it may be advisable to include 
time in minutes. 


8. Summarize 
Add up all facts and put them in 
the summary block. This summary 
* should indicate total number of 
operations, transportations, delays, 
inspections and storages. 

In making up a chart on either a 
form or a person, be careful not to 
confuse the object being followed. 
This is perhaps one of the most com- 
mon faults in process chart-making. If 
a man is carrying an object, puts it 
down and goes to look for a truck, 


and you are following the man, do 
not show a delay symbol. The ob- 
ject may be delayed but the man is 
not. Continue to follow the man in 
whatever he does. 

Distinguish between operations and 
inspections. Use the squares only 
when it is really an inspection for 
quantity or accuracy. To look for a 
folder in a file, for example, would 
not be considered an inspection. Use 
the operation symbol in this case. 


Challenge Each Detail 


Now that each step in the job has 
been recorded the next thing is to 
challenge each detail, and there is a 
definite pattern to follow in this ques- 
tioning process. 


What is done? 
What is the purpose of doing it? 
Why should it be done? 
(Determine value or useful pur- 
pose. ) 


Where is it done? 
Why should it be done there? 
Where else could it be done? 
(Determine if it is done in the 
right place.) 

When is the detail done? 
Why should it be done then? 
When is*the best time to do the 
detail? 
(Determine if done at right time. ) 


Who does the detail? 
Who should do the detail? 
Why should this person do it? 
(Determine that right person is 
doing the work.) 


How is the detail performed? 
Why is it done this way? 
(Determine that the best method is 
used. ) 
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The questions what, where, when, 
who and how get the facts. The big 
question why gets the reasoning be- 
hind the facts. 

In questioning, deal with: 

Facts — Not opinions. 
Causes — Not effects 
Reasons — Not excuses. 


Work Out a Better Method 

After every detail on the chart has 
been challenged, the next step is to 
work out a better method. The an- 
swers to the questions what and the 
related why point to the elimination 
of the whole operation or some part 
of it. Dr. Lillian Gilbreth once said 
“Entirely too many operations are 
studied that should never be done at 
all”. 

The answers to the questions 
where, when and who may lead to 
improvements by combining opera- 
tions. When we combine two opera- 
tions we can often perform them for 
the labour cost of only one. 

The answers to how lead us to 
simplifying. In simplifying work we 
use the principles of motion study. 

When we have completed our 
challenging and thus developed a new 
method, we are in a position to re- 
cord our proposed method on a new 
chart. After this is done, comparisons 
can be made and savings: calculated 
and it is at this point that the value 
of the proposal is judged. 


Apply the New Method 

Before ordering any revision in the 
present method, check the proposal 
carefully to see that nothing has been 
overlooked. Review the proposal with 
others who might be affected and 
conduct a test run if possible. 

There are two categories of prob- 
lems to consider at this point: 


THE TECHNICAL 
Will the new method work? 
Will it save money? 
Will it improve quality? 
Will the ultimate savings outweigh 
the installation costs? 


THE HuMAN 
Will there be resistance to change? 
Will those on the job resent criti- 
cism of present methods? 

(These are overcome by parti- 
cipation, seeking suggestions from 
people working on the job, and ex- 
plaining the reasons for the change 
to the people concerned. ) 

Be sure to give ample credit to all 
those who assisted in developing the 
new proposal. 


Procedure Chart 
Exhibit 2, see page 203 

The flow process chart is one ex- 
ample of the adoption of symbols for 
recording and measuring purposes. 
Another example is the procedure or 
horizontal chart (see page 203). We 
all know there are various ways in 
which work is done: the way the 
manual says the work should be done; 
the way the supervisor thinks it 
should be done; the way the super- 
visor tells the employees how to do it; 
and finally the way it is actually being 
done. In studying procedures it is 
how the work is actually being done 
that is of most interest, and the prep- 
aration of the procedure chart will 
bring this into clear focus. 

As in flow process charting there 
must be a starting point and a finish- 
ing point. It is well in the prelimin- 
ary stages to discuss the operation 
with the supervisor to obtain a gen- 
eral picture of the procedure. 

Procedures, work simplification pro- 
posals or systems can be described in 
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a procedure chart which will provide 
a complete picture at a glance. This 
can be a picture of a present method, 
a proposed method, or both, for com- 
parison purposes. 


Procedure charts can be valuable as 
a picture record of operations within 
a jurisdiction, as a means of studying 
operations and as an indication of 
the possibilities for improvement. 
They will provide a readily under- 
standable record for control purposes. 
They can be used for explaining the 
operation to employees, other super- 
visors, or top management, and for a 
variety of other uses. Because they 
tie down loose ends, they are invalu- 
able to the procedure analyst who has 
to analyze existing procedures in 
order to pinpoint improvement. 

A procedure chart is the best 
method of picking up all the details 
in a procedure. Details omitted leave 
obvious gaps such as would not be 
noted in a written procedure. 

As information regarding the pro- 
cedure under study is obtained, it 
should be recorded on a rough chart 
which will serve as a guide for pre- 
paring the final procedure chart. A 
procedure chart of a proposed method 
can be used in dictating a written 
procedure. 


The various departmental opera- 
tions can be identified on a chart and 
the procedure dictated in the correct 
sequence. A combination of a pro- 
cedure chart and a draft procedure 
memorandum is helpful in explaining 
a new procedure to those concerned 
and in securing authority to imple- 
ment the procedure. However, a word 
of caution is in order at this point. 
Most people do not understand pro- 
cedure charts and most people dislike 
things they do not understand. It is 
therefore highly advisable that gen- 


eral distribution of procedure charts 
be commenced slowly and that it be 
preceded by or supplemented with a 
program to educate people in the 
value of this type of chart. Over the 
past few years it has been noticed 
that whenever they were forced on 
people the reception was poor, and 
first impressions tend to be lasting. 

At various times and in various 
locations our company has gone from 
one extreme of issuing no procedure 
chart with written procedures to the 
other extreme of issuing practically no 
written procedure with procedure 
charts! In each company the pro- 
cedures people must work out a 
happy medium acceptable to those 
concerned in their own company. It 
is wise, however, to proceed cautious- 
ly. Procedure charts are invaluable 
to both procedure analysts and to 
general office staff and a little extra 
effort in laying the ground work for 
their use in a company will un- 
doubtedly pay dividends. 

In flow process charting the sym- 
bols are joined to establish a vertical 
zig-zag flow line. In procedure chart- 
ing a straight horizontal line is es- 
tablished for each piece of paper or 
item, and each line explains what 
happens to that item. The symbols 
used in procedure charting are essen- 
tially the same as those used in flow 
process charting, with a few standard- 
ized modifications. 

As with other types of charting, 
there are various symbols used. 


Work Distribution 

A work distribution chart should 
be completed for each section within 
a department; these are then grouped 
on a master work distribution chart 
for the whole department. A “moun- 
tain top” view is thus provided of the 
department and each section within 
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that department. Such a picture will 
provide the basis for analysis and po- 
tential improvement. 

In preparing a work distribution 
chart, draw up a task list first, then 
an activity list, and finally the work 
distribution chart itself. 


Task List 

The task list should show the name 
of the employee whose job is being 
charted, his title, department, section, 
supervisor and the period which the 
chart covers. Columns should be pro- 
vided for task number, description of 
task, hours per week spent on each 
task, and the activity number to which 
the task is posted. 

A task list is prepared by each em- 
ployee and by the supervisor if he 
performs any of the section functions. 
A specific period such as one week is 
established and every task or job per- 
formed within that period is listed. 
It is necessary to be specific in list- 
ing jobs. “Filing” is not sufficient, 
for example; the entry should be 
“Filing purchase orders”. 

Experience has shown that it is 
usually preferable for the sake of uni- 
formity to provide employees with 
the task headings to be used. This 
should be done only with the con- 
sent of the employees and at the dis- 
cretion of the supervisor. 

The time spent on each task or job 
throughout the period is accumulated, 
totalled at the end of the period, and 
posted in the “Hours per week” 
column. All time spent on a task or 
job should be recorded, including lost 
time. Overtime should be shown and 
reflected in the task list totals. Totals 
would normally reflect an 8-hour day 
and a 40-hour week, unless overtime 
was included. 

At the end of the period, the time 


totals should be completed and check- 
ed and the tasks given their task num- 
ber. 

The supervisor should then check 
over the task list and review it with 
each employee to ensure that he un- 
derstands each detail listed and is 
thoroughly familiar with the tasks 
shown. All differences should be dis- 
cussed with the employee and a 
mutual understanding reached on any 
changes. Changes should be made 
only by the employee because the 
task list is his personal record on his 
job. 


Activity List 

The supervisor then prepares an 
activity list, which is simply a record 
of the basic functions of the section. 
The basic functions are listed and 
numbered in the order of importance, 
for example: 

(1) Monthly cost estimates 
(2) Prepare car cost sheets 
(3) Price auto recap 

(4) Monthly journal vouchers. 

Tasks should not be confused with 
activities, as several employees may 
perform one or more tasks that add 
up to just one activity. 


Work Distribution Chart 
Exhibit 3, see page 205 
The work distribution chart is pre- 


pared by the supervisor from the ac- 
tivity list and the task list. The acti- 


vities are posted in order of import- 


ance under “Activity” and numbered 
in the “Activity Number” column. 
Separate columns are filled out for 
each employee. 

The individual task lists are then 
posted by activity number, with time 
consumed being posted under the 
name of the applicable employee, op- 
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posite the activity involved. The em- 
ployee’s task in connection with that 
activity should be shown. The time 
posted is totalled vertically by em- 
ployees and horizontally by activities 
or tasks. 


Analyzing the Work Distribution 
Chart 

The analysis will require an im- 
partial open-minded attitude and 
should be conducted in an organized 
manner. Group participation is very 
desirable as a group of employees 
will recognize difficulties and im- 
provements that one person might 
feel unimportant. 

The activities should be analyzed 
vertically. The work simplification 
questions what and why should be 
applied to each activity listed in order 
to see if it makes sense to perform it 
at all, if it is a true function of the 
section charted, what it accomplishes, 
and if the time allocation is adequate. 
The objectives of the department 
should be considered and evaluated 
on the basis of time involved so that 
superfluous activities may be elimin- 
ated. 

The necessity for securing greater 
detail by using flow process charts 
should be considered and developed 
if desirable. 

Each activity is then reviewed 
horizontally as it is handled through- 
out the department or section. The 
work simplification questions where, 
when, who and why are applied to an 
activity, one task at a time. The tasks 
should be done in the best place, in 
proper sequence and by the right 
people. Perhaps there is the possi- 
bility of combining with other tasks 
or the necessity of evening-out work 
loads. The importance of an activity 
in relation to the time consumed must 
be evaluated. 


Finally, each task is analyzed in- 
dependently. Moving down each in- 
dividual column item by item, we 
apply the work simplification ques- 
tions how, why. Are the individual 
tasks related? Are all skills utilized? 
Are they repetitive tasks? Is much 
checking or supervision required? 
How many tasks are monotonous? 
How heavy is the workload? In re- 
view, we should consider the possi- 
bilities of simplifying or improving by 
evening the task distribution, making 
maximum use of skills and abilities 
of individuals, eliminating waste ef- 
fort, reducing the number of tasks 
being undertaken by any one indi- 
vidual, minimizing time spent on un- 
important tasks, and increasing time 
available for the important ones. 


Recording and Implementing 
Improvements 


The uneven distribution of work is 
often unintentional and the failure to 
plan and schedule work will result in 
waste of valuable manpower and poor 
employee morale. The work distribu- 
tion chart can be of immeasurable 
benefit in levelling out workloads and 
as a basis for planning and scheduling 
work. ; 


In the course of analyzing the work 
distribution chart many changes and 
improvements will be encountered. 
Notes should be made and the overall 
effect evaluated. 

Now is the time to bring everyone 
into the act again by discussing with 
the group the possibilities that have 
been encountered. Personnel training 
may also be necessary; thus a meeting 
of all employees is desirable. All ques- 
tions should be frankly discussed. In- 
dividual advice and suggestions are 
preferable, and the value of the 
changes to the department or section 
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concerned should be recognized by 
all. 

The changes mutually agreed upon 
should be instituted but only after 
they have been discussed and full co- 
operation has been obtained through 
the participation of the employees. 

A new work distribution chart 
should be developed, incorporating 
all the acceptable changes. It will 
assist materially in securing necessary 
authorization to implement the im- 
provements that have been agreed 
upon. 

The net result can be a complete 
review of the operations within all de- 
partments and the foundation of a 
successful work simplification pro- 
gram. 


The best illustration of the value of 
charting is the comparison of a pro- 
cedure (or horizontal) chart to a road 
map and the comparison of a flow 
process (or vertical) chart to a tourist 
guide book. 


If you were requested to direct 
someone as to the best route by which 
he could travel by automobile from 
one place to another you would un- 
doubtedly obtain a road map and 
point out to the traveller the high- 
ways that should be followed. If, 
however, you wished to be even more 
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specific and to acquaint the traveller 
with every minute detail, you might 
obtain a tourist guide book with de- 
tailed instructions. Most travellers 
will find that the road map is 
sufficient but some will prefer the de- 
tailed instructions. 

Now, similarly, if you were re- 
quested — and this is the business of 
the office managers and the procedure 
analysts — to direct someone as to 
how he should obtain a travel reserva- 
tion and railway ticket, you could 
prepare a procedure chart, a flow pro- 
cess chart, or a written procedure. 
Some operating people will prefer the 
charts; some will prefer the written 
procedure. 

Although to a certain extent operat- 
ing people can be educated by the 
procedure analyst to understand and 
use charts, it should be remembered 
that procedures are written or charted 
to assist those responsible for the par- 
ticular operation in question, not to 
illustrate how clever the analyst is at 
writing or charting. The final de- 
cision as to whether to use a chart or 
a written procedure must always rest 
with the person responsible for the 
operation. In many cases he will be 
glad to have both. To help in selling 
the value of charts use the old adage 
“A picture is worth 1000 words”. 
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SURPLUS 


The Use and Limitation of the Term 

Dictionary definitions of the word 
surplus relate to a remainder or ex- 
cess, often in the sense of an arith- 
metical difference rather than in the 
sense of a surfeit or over-abundance. 
In accounting, surplus has long been 
used to designate the excess of net 
assets over the total paid-in par value 
or stated value of the shares of a cor- 
poration. This usage is firmly es- 
tablished in company law and finance, 
and is not likely to be discontinued. 

The committee recognizes the con- 
venient usage of the word surplus in 
the sense indicated above. Experi- 
ence shows, however, that a single- 
word designation of surplus on a 
financial statement is not sufficiently 
informative. Lack of uniformity in 
practice has led to the use of a variety 
of terms and this has created incon- 
sistencies and ambiguity in many 
financial statements. The interests of 
clarity will be served if the word 
surplus is qualified, in every case in 
which it is used, with wording re- 
lated to the method of classification 
of the various elements of surplus, 
and to the statutory requirements, if 
any, as to designations or descriptions. 
«To some extent in recent years 
more descriptive phrases have re- 
placed terms which include the word 
surplus; for example, “earnings re- 
tained (or reinvested) in the busi- 
ness” and “accumulated earnings” are 
used as alternatives to “earned sur- 
plus”. The committee considers such 
designations to be equally acceptable. 


Because of uncertainties as to its 

meaning, use of the term “capital sur- 
plus” in financial statements should be 
avoided. That term has been used 
in at least three different senses: 
(a) Surplus paid in by shareholders. 
The committee strongly recom- 
mends the use of the term “con- 
tributed surplus” instead. 
Accumulated realized capital 
gains, such as gains on disposal 
of fixed assets. These gains fall 
within the broad category of 
earned surplus and should be so 
classified. If it is thought desir- 
able to show realized capital 
gains separately from accumu- 
lated profits on operations, they 
may be classified as a subdivision 
of earned surplus. 

(c) Surplus arising under section 61 
of The Companies Act (Canada), 
1952, on the redemption of pre- 
ferred shares, which is designated 
as capital surplus by that section 
but which in reality is earned 
surplus restricted as to distribu- 
tion to shareholders. (See first 
paragraph under “Statutory De- 
signations and Additional Infor- 
mation” below). 


(b 


— 


Classification as to Source 

An adequate view of a company’s 
affairs requires information as to the 
source of any surplus shown on the 
balance sheet. A basic distinction 
exists between amounts received by 
way of contributions and amounts 
earned in the conduct of the business, 
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(these being the only sources of 
realized surplus), and this difference 
should be recognized by classification 
on the balance sheet. 

“Contributed Surplus” has  fre- 
quently been taken to include only 
amounts paid in by shareholders, but 
it may include capital donations from 
other sources as well, for example 
capital contributions in the form of 
governmental subsidies or building 
sites. Contributed surplus in the 
form of surplus paid in by sharehold- 
ers includes premiums on_ shares 
issued, any portion of the proceeds of 
issue of shares without par value not 
allocated to share capital, profit on 
forfeited shares, proceeds arising from 
donated shares, credits resulting from 
redemption or conversion of shares at 
less than the amount set up as share 
capital, and any other contribution by 
shareholders in excess of amounts 
allocated to share capital. 


“Earned Surplus” represents the net 
accumulation, after deducting divi- 
dends, of profits less losses arising 
from the operation of the business. It 
includes net gains on disposition of 
capital assets and on the settlement of 
funded debt or other liabilities. When 
the accumulation is a negative figure, 
the single word “deficit” is a suitable 
designation. 


Statutory Designations and 
Additional Information 

Compliance with statutory require- 
ments as to special designations of 
certain items of realized surplus 
should not distort the basic classifica- 
tion as to source. The requirements 
of presentation may be met by dis- 
tinguishing any special item under 
one of the two main headings, “earned 
surplus” or “contributed surplus”, or 
in some circumstances by way of 
note. Where statutory designations 


deviate from accepted usage in finan- 
cial statements, or are otherwise in- 
adequate, appropriate description or 
explanation should be added. This 
would apply in the case of the statu- 
tory designations “capital surplus” 
and “distributable surplus” under The 
Companies Act (Canada), 1952, since 
these are items of earned surplus and 
contributed surplus respectively. 

In some cases additional informa- 
tion concerning the segregation or 
availability of items of surplus to re- 
flect contractual or statutory condi- 
tions or management policy may be 
presented by sub-classification under 
the headings of “earned surplus” and 
“contributed surplus”. Such informa- 
tion, when required, often may be 
presented most conveniently and suit- 
ably in explanatory notes on the finan- 
cial statements. 


Appraisal Increases 


As implied above, the committee 
believes that the word surplus should 
be restricted in its use to amounts 
which have been realized, and should 
not be used, as it has been on oc- 
casion in the past, to describe un- 
realized increases in the value of fixed 
assets. In the view of the committee 
the designation of any such amount as 
an appraisal surplus or reserve is un- 
desirable. One suitable designation 
for an appraisal increase would be 
“Excess of appraised value of fixed 
assets over cost” (or “over depreciated 
cost”). 


Fixed assets are normally accounted 
for on the basis of their historical 
cost and in recent years accounting 
organizations have reaffirmed the 
emphasis on historical cost by refus- 
ing to recommend depreciation on 
current replacement cost in formal 
accounts. Unless replacement cost 
accounting becomes generally accept- 
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able, the writing up of fixed asset 
values should not occur in ordinary 
circumstances and should be dis- 
couraged. It is recognized that there 
may be exceptions in instances where 
the appraisal is confirmed by an 
actual purchase and sale (as in the 
acquisition of a subsidiary) or in a 
reorganization, or where a substantial 
issue of securities, especially equity 
shares, is being made. If the apprai- 
sal is recorded, subsequent charges 
against income for depreciation 
should be based on the new values. 
Once recorded the appraisal in- 
crease may remain indefinitely as a 
separate item in the shareholders’ 
equity section of the balance sheet, or 
it may be transferred to earned sur- 
plus in amounts not exceeding the 
realization of appreciation through 
sale or annual depreciation provisions. 


Utilization of Earned Surplus 
and Contributed Surplus 

Normally all charges for expenses, 
losses, write-offs and dividends should 
be made against income or earned 
surplus as is appropriate in the cir- 
cumstances. 

Charges against contributed surplus 


should be restricted to instances 

where that disposition is clearly war- 

ranted by the circumstances, such as 

(1) a charge which is the direct op- 
posite of a credit previously car- 
ried to contributed surplus — for 
example, where contributed sur- 
plus reflects premiums on an 
issue of preferred shares it is ap- 
propriate to offset premiums on 
redemption of shares of that 
issue, pro-rata; or 

(2) the elimination or reduction of a 
deficit, when made with the ap- 
proval of the shareholders. 

If any deficit has been eliminated 
by reduction of share capital, reduc- 
tion of contributed surplus, or other 
financial rearrangement, the descrip- 
tion of earned surplus thereafter for 
a period of say five years should in- 
dicate the time from which the new 
earned surplus dates. 


Statement of Earned Surplus 

Changes in surplus during the 
financial period should be disclosed in 
the financial statements, with the 
changes classified according to the 
categories of surplus shown on the 
balance sheet. 


WHY A BULLETIN ON SURPLUS? — AN EXPLANATORY COMMENT 
By L. G. Macpherson, Director of Research, C.1.C.A. 


RESEARCH BULLETIN No. 11 is a con- 
“cise statement of the views and re- 


commendations of the Committee on 


Accounting and Auditing Research 
on the questions of classification, pre- 
sentation and utilization of corporate 
surplus. 


The bulletin presents some 20 re- 
commendations or suggestions, about 
half of which are statements of 
practices which are already fairly 


generally accepted, and about half 

are forward-looking recommendations 

designed to advance the status of 

Canadian accounting. 

Among the points reflecting prac- 
tices already generally accepted, the 
following items will be found: 

— Recognition of the value of phrases 
which avoid the use of the word 
“surplus” (par. 3). 

— The classification of realized capi- 
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tal gains as earned surplus (par. 
4b). 

—The classification of all items of 
surplus according to source (par. 
5). 

— The use of the word “deficit” (par. 
7) 

— Basing depreciation charges on the 
new values if an appraisal has been 
recorded (par. 11). 

— Retaining an appraisal increase as 
a separate credit item, or transfer- 
ring realized appreciation to earned 
surplus (par. 12). 

—The normal practice of charging 
expenses, losses and dividends to 
income or earned surplus (par. 13). 

— The presentation of statements ac- 
counting for the changes in the 


various categories of surplus (par. 
16). 


Recommendations on matters that 
have not been very clearly defined in 
the past, or in which greater uniform- 
ity is desirable, include the follow- 
ing points: 

— Qualifying the word “surplus” with 
descriptive words in every case 
(par. 2). 

— Avoiding the use of the term “capi- 
tal surplus” (par. 4). 

— Use of the term “contributed sur- 
plus” (par. 4a). 

—Including, in contributed surplus, 
capital donations such as subsidies, 
as well as surplus contributed by 
shareholders (par. 6). 


— The classification of statutory cate- 
gories or designations of surplus 
under the main headings of “earned 
surplus” or “contributed surplus”, 
or by way of note, and suitable ex- 
planation of such categories if 
needed (par. 8). 


— Similar sub-classification or nota- 
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tion to present other information 
required as to availability or segra- 
gation of items of surplus (par. 9). 

— The restriction of the word “sur- 
plus” to amounts which have been 
realized and consequently the 
elimination of such phrases as “ap- 
praisal surplus” (par. 10). 

—The discouraging of appraisal 
write-ups in ordinary circumstances 
unless replacement cost accounting 
or similar current value methods 
become generally acceptable (par. 
11). 

—A sharp limitation of the kinds of 
charges that may be offset against 
contributed surplus (par. 14). 

—The “dating” of earned surplus 
after a deficit has been eliminated 
(par. 15). 


Words and Phrases 


Since 1941, committees of the 
American Institute of Accountants 
have urged that use of the term “sur- 
plus” be abandoned, at least in pub- 
lished statements. Members of our 
committee believe, however, that 
usage of the word is firmly entrench- 
ed in law and in practice, and that 
no suitable substitute has been found 
for “surplus” in the generic sense. It 
is probable that greater progress in 
clarity of expression can be accom- 
plished by careful classification of 
items of surplus, and by adequate 
qualification with words indicating 
the source and other important as- 
pects, than could be attained by any 
hurried attempt to abolish use of the 
word. At the same time it is quite 
evident that the designation “surplus”, 
without the assistance of further de- 
scription, falls short of adequate dis- 
closure, but whether the descriptive 
phrase selected happens to be “earned 
surplus” or “earnings retained in the 
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business” may be left to be decided 
in the light of the circumstances, with 
some thought given to the type of 
people by whom the report is to be 
read. 

On the other hand, the committee 
favours abandonment of the term 
“capital surplus”, for that is a term 
lacking any clear significance, and in 
the past it has been used rather light- 
heartedly to designate too many dif- 
ferent things. It is not worth salvag- 
ing. Out of 303 financial statements 
for 1954, “capital surplus” appears 
without comment or elaboration on 
55. | Who can say what the item 
means on any one of these state- 
ments? And isn’t it time to do some- 
thing about it? 


Appraisals 


Appraisal increases have been the 
subject of extended discussion by the 
committee. Members expressed the 
view that such write-ups should defi- 
nitely be discouraged; if we are not 
prepared to favour replacement cost 
accounting, the back-door of ap- 
praisal adjustments should not be 
left wide open, but it can hardly be 
locked and the key thrown away, for 
there are circumstances (e.g. in some 
reorganizations or refinancing ) where 
appraisals must be reflected in the ac- 
counts. 

Appraisal write-ups are such a de- 
@arture from the traditional basis of 
historical costs that they raise what 
seem to be almost insoluble problems 
as to the disposition of the appraisal 
credit. Little support was offered for 
the system of annual transfers to 
earned surplus, in amounts related to 
the charge for depreciation on appre- 
ciation. A plan of permanent reten- 
tion of the appraisal credit as a separ- 
ate item of the shareholders’ equity 
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seems to be generally acceptable so 
long as it is not deemed to be manda- 
tory. At the same time, the need to 
allow transfers of realized apprecia- 
tion to earned surplus in certain cir- 
cumstances is emphasized by some 
accountants. Permanent retention is 
based on the view of the appraisal 
write-up as a restatement of capital; 
the right to transfer realized apprecia- 
tion is associated with the view that 
the recording of the appraisal need 
not have any permanent effect after 
the appraisal increase has been rea- 
lized. 


Utilization 

The section on “Utilization of 
Earned Surplus and Contributed Sur- 
plus” emphasizes the capital nature 
of contributed surplus by restricting 
the charges against it. As a general 
principle it seems reasonable to limit 
charges against contributed surplus 
to items and procedures similar to 
those applicable to reductions of the 
company’s capital, and to items that 
are reversals of previous credits to 
contributed surplus. As far back as 
1934 the American Institute of Ac- 
countants adopted the rule that “capi- 
tal surplus” should not be used to re- 
lieve the income account of proper 
charges, except perhaps in circum- 
stances similar to reorganization. Par- 
agraph 14 of the present bulletin sup 
ports that position by restricting the 
charges to such as are clearly war- 
ranted, and paragraph 15 calls for 
the “dating” of accumulated earned 
surplus after a deficit has been offset 
against contributed surplus or by 
some other readjustment. The purpose 
of such dating is, of course, to avoid 
misunderstandings that might result 
from the usual view of earned surplus 
as the net accumulation since incor- 
poration of the company. 
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Les Réserves et L’Impot 
sur le Revenu 


MARCEL BELANGER 


Tres PEU de sujets comptables n’ont 
porté plus a confusion que celui des 
réserves. Comme exposé clair et adé- 
quat de cette importante question, on 
na qua relire le bulletin No. 9 de 
l'Institut des Comptables Agréés du 
Canada. Le mot “réserve” est en effet 
employé pour désigner au moins cing 
catégories de postes totalement diff- 
érents les uns des autres. Aussi, ne 
faut-il pas se surprendre si ce vocable 
créa de nombreuses difficultés dans 
Yinterprétation de article 12 (1)(e) 
de la loi de l'impét sur le revenu. La 
confusion fut 4 son comble lorsque les 
autorités du fisc commencérent a con- 
sidérer les revenus différés comme 
des réserves. Plusieurs cas, celui de 
J. J. Joubert Limitée par exemple, fu- 
rent portés a la compétence du Tri- 
bunal d’Appel et les décisions rendues 
semérent le désarroi. 


Pour parer a cette situation fa- 
cheuse, le législateur adopta, en 1953, 
une législation assez compliquée per- 
mettant, dans certains cas bien spé- 
cifiques, la création de “réserves”. Le 
but des remarques qui suivent nest 
pas de discuter le bien-fondé du nou- 
vel article 85B, mais de tenter de l’ex- 


4 


pliquer, 4 Taide d’exemples, d’une 





1 Le texte anglais de cet article est contenu 
dans ma contribution au livre du Dr. 


facon aussi claire que possible. Etant 
bien conscient des dangers que pré- 
sente une telle vulgarisation d’un 
texte légal assez compliqué, je de- 
manderais au lecteur de ne pas con- 
sidérer le présent exposé comme le 
point final de cette difficile question, 
le dispensant ainsi d’étudier la loi. 
Qu’'il linterpréte plutét comme point 
de départ a la compréhension d'un 
probléme complexe. 


Significations du Mot “Réserve” 

Le mot “réserve” a été employé 
pour désigner au moins cing catégo- 
ries différentes de postes apparaissant 
au bilan d’une entreprise. 


1. CorRRECTION DE LA VALEUR DUN 

ACTIF 

Le mot “réserve” est souvent em- 
ployé pour désigner une correction 
de la valeur d’un actif. La déprécia- 
tion accumulée ainsi que la provision 
pour créances douteuses que l'on ap- 
pelle incorrectement “réserve pour 
dépréciation” et “réserve pour cré- 
ances douteuses” ne sont que de 
simples corrections d’actifs. Les mon- 
tants annuels de dépréciation et d’- 
épuisement sont accordés en vertu de 
Yarticle 11(1) (a) et (b) ainsi que des 


Eugéne LaBrie, “Introduction to Income 
Tax”, CCH'Can. Ltd., 1955 p. 94. 
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réglements sy rapportant. De son 
cété, le traitement des créances dou- 
teuses et des mauvais comptes est 
couvert par les articles 6(e) et (f) 
ainsi que 11(1)(e) et (f). 

Pour résumer, ces sortes de réser- 
ves sont faciles 4 reconnaitre et ne 
présentent pas, du moins dans les 
cadres du présent exposé, de prob- 
lémes spéciaux. Elles n’ont rien a voir 
avec les réserves dont il est question 


a larticle 85B. 


2. SimMpP_es PAssirs 


I] arrive souvent que l’on emploie 
le mot “réserve” pour désigner de 
simples dettes. On dira, par exemple, 
“réserve pour salaires” dans le but de 
désigner les salaires accrus; “réserve 
pour taxes” au lieu de taxes dues ou 
accrues; “réserve pour commissions” 
pour indiquer tout simplement que 
des commissions sont 4 payer ou ac- 
crues aux vendeurs. 

Il est bien évident qu'il s’agit ici 
d'un mauvais emploi du mot “réserve” 
et qu’on devrait tout simplement dire: 
“salaires 4 payer”, “commissions dues 
aux vendeurs”, etc. Ces dettes ne pré- 
sentent aucune difficulté fiscale puis- 
qu’elles sont traités de la méme facon 
que les autres comptes a payer. 


3. APPROPRIATIONS DU SURPLUS 


Plusieurs administrateurs, afin 
d’empécher les actionnaires de drai- 
ner indiment les fonds de l’entreprise 
ar de trop forts dividendes, ont pris 
Vhabitude d’approprier ou de “réser- 
ver” une partie du surplus a certaines 
fins spécifiques. Souvent, pour accom- 
pagner de telles appropriations du 
surplus, ils placent annuellement une 
partie de l’encaisse dans des fonds 
spéciaux. Dans cette catégorie de ré- 
serves, mentionnons les “réserves pour 
rachat d’obligations”, “réserves pour 
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construction”, “réserves pour agran- 
dissement”, etc. 


Comme on peut facilement s’en 
rendre compte, de telles appropria- 
tions ne présentent aucune difficulté 
fiscale. Elles sont faites 4 méme le 
surplus, c’est-a-dire aprés que le pro- 
fit a été déterminé tant au point de 
vue comptable qu’au point de vue 
fiscal. Leur création ne suppose au- 
cune dépense et personne n’a songé 
a les réclamer comme déduction du 
revenu. 


4. CONTIGENCES OU DEPENSES 
ESTIMEES 


Entre les passifs proprement dits 
et les appropriations de surplus, il 
existe des réserves qui ne sont ni les 
uns ni les autres. Elles ne sont pas 
des dettes parce qu’elles ne sont pas 
encore dues et que de plus, on ignore 
les montants que l’entreprise sera ap- 
pelée 4 verser. D’un autre cété, elles 
ne sont pas de simples appropriations 
du surplus parce qu’elles constituent 
une charge pour l’entreprise, charge 
que la théorie comptable reconnait 
comme une déduction légitime du 
revenu. Ces réserves existent de- 
puis longtemps mais elles se multi- 
pliérent au fur et 4 mesure que les 
comptables ont essayé de synchroni- 
ser les dépenses avec les revenus. Au- 
jourd@hui, elles apparaissent sur les 
bilans que les entreprises canadiennes 
et américaines publient chaque année. 


Les réserves de ce genre sont mul- 
tiples. Bornons-nous seulement 4 don- 
ner quelques exemples afin de mieux 
en saisir la nature: 

a) Réserve pour garanties sur con- 
trats; 

b) Réserve pour indemnités; 

c) Réserve pour assurances internes 
(self insurance ); 

d) Réserve pour procés en cours; 





i 
i 
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e) Réserve pour déclin probable du 
prix des inventaires. 

Bien que le degré de contingence 
puisse varier d’un cas a Ilautre, on 
est 4 peu prés certain d’encourir une 
dépense quelconque. Comme le coit 
se rapporte aux revenus de I’année, 
on essaie de l’estimer immédiatement 
afin de ne pas fausser le résultat des 
années futures. Par exemple, un fabri- 
cant d’appareils domestiques sait que 
sur les articles vendus au cours de 
lannée, il aura certaines dépenses a 
encourir au cours des années subsé- 
quentes, 4 cause de la garantie qu'il 
donne. Supposons qu’au cours de I’an- 
née, il vende 10,000 appareils 4 $100 
chacun et que, par expérience, il 
estime que la garantie donnée lui oc- 
casionnera des déboursés d’environ $5 
par appareil. Se basant sur des princi- 
pes comptables généralement recon- 
nus, il écrira entrée suivante dans ses 
livres: 


Débit: Dépenses de garantie 
sur appareils vendus 

(10,000 a $5) 

Crédit: Réserve pour 
garanties $50,000 
Au fur et 4 mesure que les dépen- 

ses seront véritablement encourues, il 

les chargera 4 la réserve créée au 

cours des années précédentes. 

La théorie comptable reconnait de 
telles réserves et méme encourage 
leur création pourvu que les estimés 
soient faits de bonne foi. Peut-étre a 
cause des dangers d’abus, la loi de 
Yimpét se refuse totalement de les 
reconnaitre. Les dépenses pour ga- 
ranties ou autres ne sont allouées que 
quand elles sont encourues. C'est 
dommage car, aux Etats-Unis, l’arti- 
cle 464 de l’Internal Revenue Code 
(1954) vient de les accepter a la satis- 
faction des entreprises ainsi que de 
leurs comptables. 


$50,000 


5. REVENUS DIFFERES 

Il arrive trés souvent qu'une entre- 
prise accepte des sommes pour des 
marchandises 4 étre livrées ou des 
services 4 étre rendus au cours de 
périodes financiéres ultérieures: bons 
de lait, billets de transport ou de 
théatre, primes regues d’avance, etc. 
Il arrive également que des dépéts 
soient faits pour des _ contenants 
qu’une entreprise s’engage a repren- 
dre 4 un prix déterminé 4 l’avance: 
barils d’huile, bouteilles 4 lait, cylin- 
dres, fuseaux, etc. 

Dans le passé, les autorités de l'im- 
pét sur le revenu avaient l’habitude 
de considérer les bons ou récipients 
en circulation 4 la fin d’une période 
financiére comme des revenus dif- 
férés ou dépédts pour engagements 
futurs, ne tombant pas sous lempire 
de larticle 12(1)(e). En 1952, cette 
politique fut changée avec les résul- 
tats que nous avons mentionnés au 
début de ces remarques. C'est 4 ce 
genre bien précis de réserves que 
s’appliquent les nouvelles dispositions 
de Yarticle 85B. 


Applications de TArticle 85B 

A compter de toute période finan- 
ciére se terminant en 1958, d’une 
facon générale, la loi permet la créa- 
tion d’une “réserve raisonnable” qui, 
Yannée suivante, devra étre créditée 
au revenu. Une nouvelle réserve pour- 
ra étre alors créée et ainsi de suite. 


1. SERVICES NON RENDUS 
Dans le cas des services, la régle 
générale suivante devra étre appli- 
quée: 
A. Seront considérés comme revenus: 
a) le virement de la réserve de 
Yannée précédente; 
b) les montants regus ou a rece- 
voir pour services 4 étre rendus 





aprés la fin de la période f- 
nanciére. 


B. Sera considérée comme dépense: 
la création d’une “réserve raison- 
nable” pour services 4 étre rendus 
apres la fin de la période finan- 
ciére. 
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Cependant, dans le cas des services 
de transport, le montant de la réserve 
ne devra pas dépasser le montant 
regu dans l'année ou a recevoir a 
Yégard de services 4 étre rendus aprés 
la fin de l’exercice financier. 


Exemple 1 — Services autres que le transport 
Une entreprise de pressage, ayant commencé ses opérations en 1953, vend des livrets 
de 10 pressages pour $5. On vous donne les renseignements suivants au sujet de cette 


entreprise: 


Vente totale de livrets 
Livrets 1953 présentés 








1953 1954 
10,000 livrets 12,000 livrets 
5,000 livrets 3,000 livrets 


Livrets 1954 présentés 8,000 livrets 
Dépenses totales de l’année $ 20,000 $ 44,000 
Le profit de cette entreprise s’établira comme suit: 
Année 1953 
Ventes de livrets (10,000 a $5) $ 50,000 
Dépenses totales $ 20,000 
Réserve pour services 4 étre rendus 
ultérieurement (5,000 livrets a $5) 25,000 45,000 
Profit net de l'année 1953 $ 5,000 
Année 1954 
Ventes de livrets (12,000 4 $5) $ 60,000 
Virement de la réserve 1953 25,000 
85,000 
Déduire: 
Dépenses totales $ 44,000 
Réserve pour services a étre rendus 
ultérieurement — 
2,000 livrets de 1953 a $5 $ 10,000 
4,000 livrets de 1954 a $5 20,000 30,000 74,000 
“ 6,000 livrets 
Profit net de l'année 1954 $ 11,000 


Exemple 2 — Services de transport 


Supposons exactement les mémes données que dans l’exemple 1 en changeant les 
livrets de pressage pour des livrets d’autobus. Comme dans l’exemple précédent, on voudra 
bien noter que l'année 1953 est la premiére année d’opération. 


Le profit de cette entreprise s’établit donc comme suit: 
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SENSE 


—— 
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Année 1953 


Vente de livrets (10,000 a $5) 

Dépenses totales 

Réserve pour services 4 étre rendus 
ultérieurement — (5,000 livrets 4 $5) 


Profit net de l’année 1953 


$ 50,000 

$20,000 
25,000 45,000 
$ 5,000 


Remarque: La réserve pour I’année 1953 ne présente aucune difficulté car elle ne dépasse 


a A 


pas la vente de livrets pour services 4 étre rendus ultérieurement, i.e. $25,000. 


Année 1954 


Vente de livrets (12,000 a $5) 
Virement de la réserve 1953 


Déduire: 
Dépenses totales 
Réserve pour services 4 étre rendus 
ultérieurement — (limitée a 4,000 
livrets vendus en 1954 pour services 
ultérieurs ) 


Profit net de l’année 1954 


En d'autres mots, quand il s‘agit 
de services de transport, il ne faut pas 
tenir compte, dans |’établissement de 
la réserve, des argents recus au cours 
des périodes antérieures 4 l’année d’- 
imposition. Plus spécifiquement, on 
ne peut inclure dans la réserve les 
2,000 billets de 1953 qui n’ont pas 
encore été présentés. 


2. MARCHANDISES NON LIVREES 
Quand un contribuable a recu des 
sommes pour des marchandises non 
livrées avant la fin de Ilannée, il 
peut, comme dans le cas des services 
et de la méme maniére, créer, une 
“réserve raisonnable”. Cependant, 
dans le cas des articles d’alimentation 
et de breuvage, la loi nous oblige a 
appliquer la méme restriction que 
dans le cas des services de transport, 
a savoir que la réserve ne doit pas 
dépasser les montants recus dans 
Yannée ou a4 recevoir pour marchan- 
dises non livrées a la fin de l’année. 


$ 60,000 
25,000 
85,000 
$ 44,000 
20,000 64,000 


$ 21,000 


Afin de ne pas allonger inutile- 
ment le présent article, nous prions 
le lecteur de se servir de l’exemple 1 
pour les cas généraux (i.e. carnets de 
gazoline) et d’exemple 2 pour les 
articles d’alimentation et de breuvage 
(bons de pain, bons de lait, etc.) 


3. RECIPIENTS 

Les réserves pour récipients sont 
soumises aux mémes dispositions et 
restrictions que celles créées pour les 
services de transport et les marchan- 
dises d’alimentation et de breuvage. 
Cependant, on voudra bien noter 
qu’aucune réserve ne pourra étre 
créée dans le cas des bouteilles. De 
plus, les présentes dispositions ne 
sappliquent pas seulement aux ré- 
ceptacles, mais 4 tout objet servant a 
livrer de la marchandise et rachet- 
able par le vendeur 4 un prix dé- 
terminé. Par exemple, les fuseaux 
servant 4 enrouler les fils de cuivre 
sont considérés comme récipients. 





Exemple 3 — Récipients 


cours des années 1953 et 1954: 


Récipients expédiés aux clients 

Récipients (expédiés en 1953) rachetés 
des clients 

Récipients (expédiés en 1954) rachetés 
des clients 


Le profit sur les récipients s’établira comme suit: 


Année 1953 
Récipients expédiés aux clients (10,000 a $5) 
Coit des récipients expédiés — 

5,000 a $4 

5,000 a $5 


Coit de la réserve (5,000 a $4) 


Déduire: 


Réserve pour récipients (5,000 a $5) 
Profit sur récipients en 1953 
Année 1954 


Récipients expédiés en 1954 (12,000 a $5) 
Virement de la réserve 1953 





Déduire: 
Coit de la réserve de l’année précédente 
Coit des récipients expédiés en 1954 
1,000 a $4 $ 4,000 
11,000 a $5 55,000 


Moins: Cott de la réserve a la fin 
de 1954 (4,000 a $4) 


Déduire: 
Réserve a la fin de 1954 (4,000 a $5) 


Profit sur récipients en 1954 





1953 
10,000 


5,000 


$ 20,000 
25,000 


45,000 
20,000 


$ 20,000 


59,000 


79,000 


16,000 
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Une manufacture de gaz acétyléne vend son produit dans des cylindres. Les récipients 
cotitent $4. Elle les vend aux consommateurs pour $5 et s’‘engage 4 les racheter au méme 
prix 4 condition quils soient en bon ordre. Les transactions suivantes ont été effectuées au 


1954 
12,000 


3,000 


8,000 


$ 50,000 


25,000 


25,000 


$ 60,000 
25,000 


85,000 


63,000 


22,000 


20,000 


$ 2,900 
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4. Lovers Recus D’AVANCE 
Dans les cas de location de terrains, 


navires et troupeaux, une “réserve 


raisonnable” peut étre créée pour les 


Exemple 4 — Loyers recus d’avance 


sommes payées d’avance. La méme 
procédure que pour les cas précé- 
dents doit étre suivie. 


Le ler janvier 1953, un contribuable recoit un montant gobal de $3,000 pour le loyer 
d'un terrain. Le loyer payé s’étend sur une période de trois ans. 


Année 1953 








Loyer recu $ 3,000 
Déduire: 

Réserve pour loyer attribuable aux années subséquentes 2,000 
Revenu de l'année 1953 $ % ,000 
Année 1954 
Virement de la réserve de l'année 1953 $ 2,000 
Déduire: 

Réserve pour loyer attribuable 4 l'année suivante 1,000 
Revenu de l’année 1954 $ 1,000 
Année 1955 
Virement de la réserve de l’année 1954 $ 1,000 
Revenu de l’année 1955 $ 1,000 


5. COMMISSIONS NON GAGNEES — 
AGENTS ET COURTIERS EN ASSURANCES 
Les agents et courtiers en assur- 

ances recoivent souvent des com- 

missions pour des contrats d’assurance 
dont la durée s’étend au-dela de la 


une réserve pour les commissions 
non gagnées sur les contrats d’as- 
surance autres que les contrats 
d’assurance-vie. Cette réserve se cal- 
cule d’aprés le nombre de jours qui 
restent 4 courir de la fin de la période 
financiére a la fin de chaque contrat. 


fin de leur période financiére. La 
nouvelle législation permet d’établir 


Exemple 5 — Agents et courtiers en assurances 
En 1954, un courtier en assurance-feu recoit une commission de $100 pour un 
contrat d’assurance-feu s’étendant du ler mai 1954 au ler mai 1957. Le revenu de $100 
se répartira comme suit: 
Année 1954 
Commission recue 
Déduire: 
Réserve pour commission non gagnée — 
Nombre de jours depuis la fin 
de la période financiére 4 la fin 
du contrat 851 


$ 100.00 


X $100 77.65 





Nombre total de jours 1096 
Revenu de 1954 





$ 22.35 
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Année 1955 


Virement de la réserve 1954 
Déduire: 
Réserve pour commission non gagnée — 


a la fin du contrat 





Nombre total de jours 
Revenu de 1955 


Année 1956 
Virement de la réserve 1955 
Déduire: 


a la fin du contrat 


Nombre total de jours 
Revenu de 1956 


Année 1957 
Virement de la réserve 1956 


Revenue de 1957 


6. COMPAGNIES D'ASSURANCE 

(autres que compagnies dassur- 

ance-vie ) 

Les compagnies d’assurance (autres 
que les compagnies d’assurance-vie ) 
peuvent déduire une réserve pour la 
partie non expirée de leurs contrats 
en cours. Le montant de la réserve 
doit étre approuvée par le Surintend- 
ant des Assurances. Comme dans les 


Exemple 6 — Ventes a tempérament 


Année 1953 


Profit sur vente 
Déduire: 


(2 X $250) 


1,000 
Revenu de 1953 


X $400 


Nombre de jours de la fin de 1955 


Réserve pour commission non gagnée — 
Nombre de jours de la fin de 1956 
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$ 77.65 

486 
—— X $100 44.35 
1096 peti 
$ 33.30 
$ 44.35 

120 
X $100 10.95 
1096 ert 
$ 33.40 
$ 10.95 


$ 10.95 


cas précédents, la réserve d’une année 
doit étre virée au revenu de l'année 
suivante. 


7. REVENU DIFFERE SUR VENTES A 
TEMPERAMENT 
Enfin, un contribuable peut créer 
une réserve concernant les profits 
non réalisés sur ventes 4 tempérament 
pour la partie des paiements effectués 
aprés deux ans de la date du contrat 


Une compagnie vend, le 25 juin 1953, des meubles pour un montant de $1,000, 
payable $250 comptant et $250 le ler juillet de chacune des trois années suivantes. Le 
coit des marchandises vendues est de $600, 


laissant un profit de $400. 


$ 400 


Réserve pour profits réalisés en 1955 et 1956 


ee RIN me 








LES RESERVES ET L'IMPOT SUR LE REVENU 


221 


Comme les profits ne peuvent pas se différer sur les paiements faits au cours des deux 
années suivant la date du contrat, l’année 1953 absorbe les profits inclus dans les deux 


premiers paiements. 


Année 1954 
Virement de la réserve 1953 
Déduire: 


Réserve pour profits réalisés en 1955 et 1956 


Revenu de 1954 


Année 1955 
Virement de la réserve 1954 
Déduire: 
Réserve pour profits réalisés en 1956 
250 


T000 de $400 


Revenu de 1955 


Année 1956 
Virement de la réserve 1955 


Revenu de 1956 


Réserves a la Fin de 1952 

Comme nous I’avons vu au début de 
ces remarques, les revenus différés n’- 
ont pas toujours été considérés comme 
réserves par les autorités de l’impdét 
sur le revenu. I] peut done arriver 
que plusieurs entreprises aient dans 
leurs livres des revenus différés 4 la 
fin de l'année 1952. Si de telles ré- 
serves ont été allouées pour fins 
dimpét, elles doivent étre ajoutées 


100 


$ 100 


$ 100 


$ 100 


aux revenus de l'année 1953. Cepen- 
dant, si la réserve de 1952 est su- 
périeure a celle de 1953, le contrib- 
uable, 4 cause des taux progressifs de 
limpot, pourrait subir un préjudice 
assez appréciable. Afin d’éviter cet 
état de choses, le législateur permet 
de répartir sur une période de trois 
ans l’excédent de la réserve de 1952 
sur celle de 1953. 


Exemple 7 — Traitement des réserves a la fin de 1952 


Supposons qu’un laitier, ayant une réserve pour bons de lait de $20,000 a la fin de 
1952, estime comme raisonnables des réserves de $14,000, $13,000 et $14,000 a la fin des 


années 1953, 1954 et 1955. 


Année 1953 

Virement de la réserve 1952 

Déduire: ms 
Réserve 1953 
2/3 de la différence entre la réserve 
1952 et la réserve 1953 


Montant 4 ajouter au revenu de 1953 


$ 20,000 
$14,000 
4,000 18,000 


$ 2,000 
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Année 1954 

Virement de la réserve 1953 

Déduire: 
Réserve 1954 
1/3 de la différence entre la réserve 
1952 et la réserve 1953 


Montant a ajouter au revenu de 1954 
Année 1955 

Virement de la réserve 1954 

Déduire: 


Réserve 1955 


Montant a ajouter au revenu de 1955 


$ 18,000 
13,000 


2,000 


15,000 


$ 3,000 


$ 15,000 


14,000 


$ 1,000 





En un mot, chacune des années supporte 1/3 de la différence entre la réserve 1952 et 
celle de 1953. Aussi, au lieu d’ajouter $6,000 au revenu de 1953, nous l’augmentons de 
$2,000. Par contre, en 1954, nous ajoutons $3,000 au lieu de $1,000. En 1955, un débit de 


$1,000 se transforme en un crédit de $1,000. 


Conclusion 


Malgré les difficultés pratiques qu’- 
elle pourra présenter, nous croyons 
que la récente législation concernant 
les réserves est un grand pas vers la 
reconnaissance fiscale de principes 
comptables acceptés depuis long- 
temps. 


Si le législateur s'est penché sur le 


probléme des revenus différés, rien 
na encore été fait au sujet des dé- 
penses estimées, c’est-a-dire la créa- 
tion de réserves pour certaines éven- 
tualités. Espérons qu’un autre pas 
sera fait dans ce sens. N’a-t-il pas 
été accompli aux Etats-Unis? L’en- 
semble des pas bien faits ne constitue- 
t-il pas la marche la plus efficace vers 
le progrés? 


| 
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BY GERTRUDE MULCAHY B.A., C.A 


Accounta ng Research 


EFFECTIVE FINANCIAL REPORTING 


All but one of the 10 reports in our 
present survey' included a summary 
of the current highlights of the com- 
pany’s operations and financial posi- 
tion. This information was set out on 
a separate page early in the report, 
before the directors’ report and the 
financial statements. Attractive layout 
and clear descriptive titles such as 
“Highlights of 1954”, “The Year in 
Brief’, “The Year’s Results at a 
Glance” and “Financial Facts at a 
Glance” drew the reader’s attention 
to this preview of what was to follow. 
The highlights statements could be 
classified in two broad categories: 
those which set out the facts in tab- 
ular form, and those in which the in- 
formation was disclosed in brief point 
commentaries. It would be extremely 
difficult to decide which method of 
presentation was the more effective. 


The content of the summaries var- 
ied according to the circumstances 
peculiar to each company, but in 
most instances reference was made to 
sales, dividend rates, earnings per 
share and capital expenditures. 

The highlights statement included 
in the annual report of Abitibi Power 
and Paper Company Limited (shown 


1 This survey, which also formed the basis 
for last month’s column, included the an- 
nual report for 1954 of: MacMillan & 
Bloedel Limited, The Southam Company 
Limited, Dominion Stores Limited, Atlas 
Steel Limited, Ford Motor Company of 


The C.1.C.A. 
Research Department 


on page 224) is excellent. It could be 
used to advantage as an indication 
of the type of information which 
might be set out and as a model of 
simple but effective presentation. 


Comparable Financial and 
Operational Statistics 

An annual report is a chapter in the 
history of the development of a com- 
pany. Its true significance cannot be 
understood properly if the reader 
does not know what has taken place 
in the preceding chapters. In this 
respect, most of the companies under 
consideration have developed some 
very effective techniques and have 
made apt use of well designed tables, 
charts and graphs to provide the read- 
er with a clear picture of the histori- 
cal background of the current finan- 
cial statements. 


The frequent illustration by charts 
and graphs added considerably to 
the clarity of presentation of the in- 
formation. In several of the reports, 
this medium of disclosure was used 
in addition to detailed tables of finan- 
cial and operational statistics. This 
was obviously done for two purposes. 
There are a good many readers of 


Canada Limited, Abitibi Power & Paper 
Company Limited, British Columbia 
Power Corporation Limited, The Shaw- 
inigan Water and Power Company Limit- 
ed, Nova Scotia Light and Power Limited 
and Imperial Oil Limited. 
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Excerpt from Annual Report of Abitibi Power & Paper Company, Limited 


for 


HIGHLIGHTS 


Paper, pulp and board produced 


PE he 


Taxes on income 
Net earnings for the year 


Per common share ... 
Dividends declared on preferred shares .. . 
Dividends declared on common shares .... 


Per common share 


Invested in properties, plant and equipment 


Working capital at end of year 
Number of shareholders — common shares . 
Number of shareholders — preferred shares 


financial statements who do not want 
to go into a detailed analysis of the 
factors underlying the progress of the 
company. For these, the graphs and 
charts provide an at-a-glance picture 
of the general trends in the company’s 
development. On the other hand, 
there are some readers who are in- 
terested in the actual details of the 
various contributing factors. For 
these, the graphs and charts serve to 
round out the information presented 
in the detailed statistical tables. 


In most cases the charts and graphs 
“vere interspersed throughout the 


directors’ report. The techniques of ° 


illustration used by the various com- 
panies must be considered in their 
own right. However, skill in design 
and effective use of colour made them 
informative and “eye appealing”. 
They provided a visual interpretation 
of the trends in items such as: rev- 
enues from various type of sales, net 


1954 
OF THE YEAR 
1954 1953 

Pete veges 953,941 tons 914,227 tons 
SeeeE cotel oe athe $113,997,836 $109,768,039 
aie Rashes $ 12,403,000 $ 11,385,000 
ie Sa AD $ 10,625,901 $ 10,044,152 
ii aclons tes aia $ 2.49 $ 2.27 
Ry herrha Meisel $ 1,176,955 $ 1,575,624 
ee eee $ 4,487,561 $ 3,911,336 
Lt once $ 1.20 $ 1.05 
cuetaeaeian id $ 7,246,492 $ 4,539,643 
I yee eae $ 39,099,197 $ 31,197,679 
bees Seer 16,118 14,386 
Pets feces cer cick 3,862 7,906 


earnings, net earnings per share, in- 
vestment in plant and equipment, 
shareholders’ investment, employ- 
ment and annual wages. In all in- 
stances, the period covered was at 
least five years. 

The detailed tables of statistics 
were set out, in most cases, near the 
end of the report. It would be ex- 
tremely difficult to establish any hard 
and fast rule as to the details which 
should be included in the statistical 
summaries of the operating and finan- 
cial results. This must, of necessity, 
be left to the discretion of the man- 
agement of each particular company. 
However, those who are seeking guid- 
ance in this aspect of financial report- 
ing would do well to look at the 
“Operating and Financial Results — 
Five-Year Summary” included in the 
report of Imperial Oil Limited. In 
this summary, the pertinent data for 
each of the years 1950 to 1954 in- 
clusive was set out as shown below. 
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IMPERIAL OIL LIMITED AND SUBSIDIARY COMPANIES 
Operating and Financial Results — Five-Year Summary 























OPERATING: 

(Barrels per day) 1954 1953 1952 1951 1950 
Gross* crude oil 

production ...... 96,533 90,063 75,725 62,106 35,487 
Net*® crude oil 

production ..... 83,634 77,831 65,345 54,798 32,391 
Refinery crude runs . 214,383 204,320 191,412 184,522 170,451 

Canadian crude run, 

as a percentage 

i 68 56 50 44 28 
Crude oil and product 

importations ..... 88,268 120,660 126,662 129,457 146,762 
Product sales ....... 217,932 212,224 206,801 196,648 174,283 
FINANCIAL 
Gross income ....... $614,549,613 605,504,275 551,535,447 504,786,955 432,485,607 
XOONSER 5. ook $528,066,996 523,712,849 479,816,339 440,260,198 386,714,254 
Income taxes on 

Barnes ou. ce 23 $ 36,900,032 33,806,911 30,522,609 28,575,604 15,310,786 
Earnings after 

income taxes ..... $ 49,582,585 47,984,515 41,196,499 35,951,153 30,460,567 

Per share ........ $ 1.66 1.60 1.88 1.20 2 

Percentage of earnings 

to grossincome ... 8.07 7.92 TAT TA2 7.04 
Dividends paid ..... $ 26,862,774 23,877,782 22,385,420 17,636,998 14,923,613 

Pet Sndke 4002.5 $ .90 80 ‘15 65 Oo 
Current funds and 

inventories ...... *$225,459,963 234,118,936 252,067,973 272,874,933 207,295,984 
Current debts ...... $ 67,682,098 67,950,571 65,956,935 55,265,960 43,438,977 
Net current working 

funds and 

inventories ....... $157,777,865 166,168,365 186,111,038 217,608,973 163,857,007 

Ratio of current funds 

and inventories to 

current debts ..... 3.3 3.4 3.8 4.9 48 
Property, plant and 

equipment less 

accumulated de- 

preciation, depletion 

and amortization . .$331,923,590 291,904,708 258,440,433 209,593,207 170,770,889 
Capital expenditures 

for property, plant 

and equipment ...$ 74,235,530 67,852,460 71,137,910 57,208,751 45,475,943 

58,422,878 55,808,725 58,262,591 


Long term debt ....$ 48,986,227 50,919,199 








*Gross production includes royalties and oil payments due others on Company’s share 
of production, but not operating partners’ share of production; net production 
excludes royalty and oil payments due others and partners’ share of production. 








a 
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IMPERIAL OIL LIMITED AND SUBSIDIARY COMPANIES 
Operating and Financial Results — Five-Year Summary 
(contd. ) 


Number of shares 
issued .. 

Number of shareholders 

Shareholders’ investment 


29,851,276 
44,734 


29,847,227 
46,796 


29,847,227 
36,830 


27,133,843 
26,210 


29,847,227 
44,958 





(book value) ....$429,126,969 395,778,538 382,184,734 365,064,491 256,704,309 

Per share ........ $ 14.37 13.26 12.80 12.23 9.46 
Number of regular 

employees at 

year-end ........ 13,370 13,564 13,543 13,276 12,689 





Statement of Source and Application 
of Funds 


A statement of source and applica- 
tion of funds often provides informa- 
tion regarding the changes in the 
financial position of a company which 
is not readily apparent from the other 
financial statements. The manage- 
ment of 9 of the 10 companies dis- 
closed the details of the sources from 
which funds had been obtained and 
the disposition thereof during the cur- 
rent period. Some also included com- 
parable figures for the prior year or 
years. 


In 7 of the 9 reports, this informa- 


Proceeds from issue of — 
$10,000,000 par value 4%% Convertible 


Debentures ($611,700 par value converted 


to common shares in 1954) 
$10,000,000 par value 4% First Mortgage 

Bonds, Series “B” 
550,000 4%% Cumulative Redeemable 

Preferred Shares ... 


44,850 common shares under option agreements ... . 


tion was presented in the directors’ 
report section. In the other 2, it was 
set out as a separate statement after 
the usual financial statements. The de- 
tails varied in accordance with the 
factors significant to the particular 
situation and with the extent of dis- 
closure desired by the management. 
For example, the report of the British 
Columbia Power Corporation Limit- 
ed showed a single figure for funds 
provided from “Net receipts from is- 
sue of bonds and shares” whereas in 
the report of Abitibi Power and 
Paper Company Limited, the com- 
ponents of a similar item were set 
out in the following detail: 


For For period 

Year ended since reor- 
December 31, ganization on 
1954 May I, 1946 

_ $ 9,700,000 

. $ 9,800,000 9,800,000 
12,787,500 12,787,500 
807,300 807,300 


neo 





5 





Rr rr 


0 Raa 


RENE RR 





ACCOUNTING RESEARCH 


The presentation used in Dominion 
Stores Limited report (set out on 
this page) gives a clear and complete 
picture. Its effectiveness is enhanced 
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by tying in the resulting decrease in 
working capital with the changes in 
the individual current assets and 


current liabilities. 


Excerpt from Annual Report of Dominion Stores Limited for 1954 
SOURCE AND APPLICATION OF FUNDS 
For the years ended 


SOURCES OF FUNDS: 


PN ein tn A aie rinahs cite Sid acs 
Depreciation provided — not requiring cash outlay .... 
Book value of fixed assets sold .......... 
Net proceeds from debenture issue ...... 
Mortgage receivable ................... 


USED AS FOLLOWS: 
Sinking fund instalment ........ 


Capital expenditures ................6.. 


Dividends to shareholders . 
Payment of bank loan .. 


Mortgage receivable — non-current ....... 


Resulting in a decrease in Net Working Capital of .... 


ACCOUNTED FOR AS FOLLOWS: 


Cash on hand and in banks ............. 


Receivables ..... 
Inventories 


Other ... 


Increase in current assets 
Less: Increase in current liabilities 


(a) Denotes reduction 
(b) Denotes increase 


Disposition of Gross Revenue 

Eight of the 10 reports under con- 
sideration included an analysis of the 
disposition of the current gross reven- 


$ 428,066 











20th March 2Ist March 
1954 1953 

KN Fete $2,534,490 $2,077,038 
1,292,149 598,018 
Se Oe 3,636,167 2,059,452 
- Weise _ 4,749,695 

Sat hier oe 50,000 _ 
7,512,806 9,484,203 

aisha estate’: 210,000 _ 
fs Que a Nae 6,974,839 3,939,789 
cette tit 756,033 661,533 
nite lain nar _ 2,000,000 
tie Saati oe _ 100,000 
7,940,872 6,701,322 

$ 428,066 $2,782,881(b) 

ere ee $1,062,947 (a) $2,036,596 
ce dav nihil 1,625,453 1,301,507 
Sais cigrkeaabes 520,203 868,646 
sib thdsndatae 30,545 35,448 
emake 1,113,254 3,742,197 
sete 1,541,320 959,316 


$2,782,881 (b) 





ue. In most cases, the dollar value of 
each component was set out and this 
in turn was expressed as a proportion 
of the “revenue dollar”. An analysis 
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such as this is extremely useful. The 
figures are reduced to a size in which 
they are more easily understood. In 
addition, it reflects current changes 
in the proportion of the various items 
which are often not readily apparent 
in the original figures. The content of 
this analysis is usually much more de- 
tailed than that of the actual state- 
ment of profit and loss. As a result, 
it serves a useful purpose as a sub- 
sidiary schedule from which the 
reader is able to obtain a breakdown 
of the figures reflected in the state- 
ments. 

The techniques of presentation 
adopted by the management of the 
8 companies were, for the most part, 


very effective. They represent quite a 
wide variety of skilfully designed pie 
charts, graphs and tables. The best 
presentations included the ratios of 
the various items to the gross revenue. 


The analytical table included in 
the report of The Southam Company 
Limited (shown below) has been 
selected, not because it was con- 
sidered to be the most effective, but 
because it shows the details which 
one would expect to find in an analy- 
sis of this type. This table was set out 
on a separate page below an attrac- 
tive coloured pie chart illustrating 
the disposition of the 1954 income 
dollar. 


Excerpt from Annual Report of The Southam Company Limited for 1954 


WHER® THE 1954 INCOME DOLLAR WENT 
(with comparative figures for 1953) 


Revenues 


Newsprint, Paper and Ink .............. 


Other Supplies and Services 
Salaries and Wages paid ........ aha 
*Expended for Employees’ Welfare ... . 
Taxes (other than Income Taxes) ....... 
Community Welfare Donations .......... 
Provision for Depreciation — Buildings 
and Equipment .......... a2 
Interest paid on Debentures ............ 
Provision for Taxes on Income ...... ee 
w Paid to Shareholders as Dividends ....... 
Left in Company for Operations and 
Development .. 





1954 1953 
$28,625,729 100% $27,518,485 100% 
$ 7,020,845 24.53 $ 6,815,078 24.77 

6,057,641 21.16 5,862,959 21.30 
9,581,074 33.47 8,945,459 32.51 
522,946 1.83 488,747 1.78 
194,549 68 273,699 99 
74,679 .26 98,146 36 
701,215 2.45 677,714 2.46 
185,000 64 200,000 73 
1,960,000 6.85 1,960,000 7.12 
1,200,000 4.19 1,050,000 3.81 
1,127,780 3.94 1,146,683 4.17 


$28,625,729 100.00 $27,518,485 100.00 


*Does not include $119,455 in 1954 and $121,393 in 1953 the Company 
paid out of Reserve into the Employees’ Retirement Plan for past service. 


(Next month, consideration will be given to the 
text of the directors’ report included in the 
10 annual reports presently being considered. ) 
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BY GEOFFREY H. WARD, C.A. 


Practitioners Forum 





Wuat Do You THINK? 
— about reporting on unaudited 
statements. 

The program of the 1955 annual 
conference of the Canadian Insti- 
tute of Chartered Accountants fea- 
tures several discussion groups includ- 
ing one on the subject “Statements 
without audit. What should be the 
standards of the profession?” This 
month we present some selected views 
of practising accountants. Our contri- 
butors were also asked if they ap- 
proved of the practice of issuing 
statements on plain paper. 


United States Practice 

K. D. MacLennan of Windsor, On- 
tario, has had wide experience work- 
ing for United States firms. Let us 
first see what he thinks: 

“Statement No. 23 was adopted by 
the membership of the American In- 
stitute of Accountants in November, 
1949, only after extensive debate. 
Now six years later it has been re- 
cognized in the ,United States as a 
good thing for the accounting profes- 
sion as a whole, as well as for the in- 
dividual practitioner. I believe that 
it would be an equally good thing for 
the profession in Canada. 

“The principle is as applicable to 
public accounting in Canada as in the 
United States. Briefly, this bulletin 
requires that auditors either express 
an opinion on the financial state- 
ments, or else state definitely that 
they cannot express an opinion, giv- 


ing their reasons why they cannot do 
so. ‘It is incumbent upon the account- 
ant, not upon the reader of the re- 
port, to evaluate these matters as 
they affect the significance of his ex- 
amination and the fairness of the fin- 
ancial statements.’ 

“The auditor has four choices: (1) 
express an unqualified opinion, (2) 
express a qualified opinion, (3) re- 
fuse the expression of an opinion and 
furnish reasons for the «lenial, (4) 
state that the financial statements 
were prepared from the books with- 
out audit or verification. When finan- 
cial statements are published on the 
accountant’s stationery without com- 
ment the notation ‘prepared from the 
books without audit’ should appear 
on them. 

“IT think that we, in Canada, will 
agree theoretically with these princi- 
ples. However, in most offices many 
practical difficulties and problems will 
obviously arise in introducing reports 
which conform. 

“Objections may also come from the 
accountants who believe that this 
dictates prescribed auditir., proced- 
ures to too great aneextent. Rather, 
the bulletin is intended to narrow 
the variety of practice by establishing 
the principle that there are circum- 
stances when an auditor must not 
only omit a certificate, but in addition 
must deny one. 

“This indicates the need for an ed- 
ucational program. Such reporting re- 
quirements must be _ thoroughly 


229 











230 





understood by members of the ac- 
counting profession, and must be ex- 
plained to clients and bankers. All 
too frequently bankers are willing to 
accept from borrowers financial 
statements which have no opinions 
attached. If a pronouncement on this 
matter were issued by the C.LC.A. 
Committee on Accounting and Audit- 
ing Research the bankers would be in 
a much better position to know the 
extent they could rely on unaudited 
statements. The practising member 
would have an authoritative expres- 
sion of opinion to use as a basis for 
discussion with clients who want an 
opinion on their financial statements 
but who object to the amount of work 
which is necessary to reach an in- 
formed opinion. I believe that the 
adoption of something similar to 
Statement 23 in Canada is essential 
and will raise the status of chartered 
accountants.” 


Two Canadians Agree 


From Western Canada two ac- 
countants in Calgary state their views 
as follows: 


D. A. Ross of Macintosh, Ross and 
Co., “As a matter of principle, I am 
opposed to issuing a statement to 
which the accountant lends his name 
unless he also gives an opinion there- 
on. This would apply to statements 
issued on stationery of the accountant 
without any certificate w!.atsoever. I 

“do not feel that the a.countant is 


negligent however if he appends a’ 


report which explains his inability to 
express an opinion, or if he qualifies 
his opinion with respect to his ina- 
bilitv to verify certain aspects of the 
statements. 

“Providing the accountant does not 
associate his name with it, I see no 
harm in his preparing, on blank 
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paper, statements which his clients 
may wish to use for their own pur- 
poses. He should be sure however 
that his endorsement of the represent- 
ations made by the statement can in 
no way be implied by any person 
who looks at the statement.” 


R. P. Alger of Alger, Baxter and 
Co., “I find myself wholly in agree- 
ment with the American Institute of 
Accountants’ recommendations. Cer- 
tainly the public infers, rightly or 
wrongly, that financial statements ap- 
pearing on the imprinted stationery 
of the professional accountant bear 
his seal of approval and, without 
qualification or comment of any kind, 
this is only to be expected. The more 
experienced reader of financial state- 
ments will look immediately for an 
accompanying report and the absence 
of one is bound to cause him to ask 
why. All doubt as to the circum- 
stances of the preparation of the 
statements and the accountant’s posi- 
tion with regard to them may be re- 
moved by a clear factual accompany- 
ing report. I believe that as a profes- 
sion we can add to our stature if we 
ensure in all instances where our im- 
printed stationery is used that our 
opinion or lack thereof together with 
reasons is set forth clearly and com- 
pletely. 


“With regard to plain paper, I do 
not think it necessary or wise to im- 
pose restrictions on its use by the 
professional accountant. The small 
practitioner is called upon more often 
than not to prepare financial state- 
ments from a variety of incomplete 
data and he certainly has no intention 
of expressing his unqualified approval 
of such statements. On the other hand 
a report giving the reasons for the 
lack of an opinion would in many 
cases be so long as to be impractical. 
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PRACTITIONERS FORUM 


I think the best solution to this prob- 
lem is to type such statements on 
plain paper with no reference to the 
accountant’s name. Under such cir- 
cumstances, unwarranted inferences 
can scarcely be imputed to the ac- 
countant who prepared the state- 
ments.” 


Room for Improvement 


An anonymous contributor has this 
to add: “I believe the area in which 
we can make a considerable improve- 
ment is where the auditor writes a 
report which in one way or another 
contains many limitations as to the 
scope of his audit as well as qualifi- 
cations or partial qualifications in 
respect of specific items and then, 
subject to what he has said, he winds 
up with his ‘certificate’. Many people 
will accept these statements without 
devoting much attention to the re- 
port, or they may study the report 
but not know how to evaluate it. The 
result is usually a misunderstood 
statement. Even worse are the in- 
stances where, by careful choice of 
words and phraseology, the auditor 
camouflages his limitations as to 
scope and qualifications. 


“I believe that in smaller centres and 
also among those with smaller clients 
there would be a greater resistance 
to the acceptance of the principles 
of Statement 23. Here the auditor 
usually feels he has a more intimate 
knowledge of his client’s business 
and generally knows exactly how 
the statements will be used and where 
they will be used. He is likely to 
feel there is room here for the use 
of some judgment. Many of the 
statements will be prepared primarily 
for the local banker. The auditor and 
the banker in the smaller centre usu- 
ally have a frank and open relation- 
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ship and with the client’s consent the 
banker is told many things the audi- 
tor would be reluctant to put in writ- 
ing. 

“One of the most common uses of 
plain paper statements or statements 
without comment, opinion or signa- 
ture on the accountant’s stationery 
are statements for tax purposes. I do 
not think this is a problem; the tax 
authorities are in a position to evalu- 
ate what they receive. 

“If these principles were applied 
in an intelligent manner by all Cana- 
dian auditors I do not doubt that 
there would be a considerable up- 
lifting of our standards of reporting 
on financial statements. However the 
rate at which we can progress is de- 
pendent, from a practical standpoint, 
on the progress that can be made in 
educating clients and other users of 
financial statements.” 


Need for Clarification of Reports 

To round up our sampling of opin- 
ions, here is another anonymous view: 

“We find ourselves in substantial 
agreement with the bulletin. We wel- 
come consideration of it by the Cana- 
dian committees, as we think too many 
accountants’ reports are not explicit 
enough and particularly there seems 
to be a tendency to hide behind every 
word in the long form report. We 
have seen many reports in which the 
auditors use several pages to describe 
their procedures and to make explan- 
atory comments, and end up with a 
certificate ‘subject to the foregoing’. 
leaving the reader in doubt as to 
what, if any, qualification is actually 
intended. Our Canadian committees 
could be of great service to the pro- 
fession by studying the long form re- 
port and making some pronounce 
ment as to its arrangement and con. 
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tent so that the auditor's opinion can 
be clearly understood. 


“It has been for many years our 
practice when engaged as account- 
ants and not as auditors to issue fin- 
ancial statements on plain paper not 
identified with us, so we are very 
interested in the suggestion that this 
is a practice which should not be en- 
couraged. Our experience in dealing 
with bankers and other credit grant- 
ors is that when the name of a repu- 
table accountant appears in connec- 
tion with the financial statement, they 
automatically assume the accountant 
endorses the statement. It may be un- 
fortunate that this condition exists 
but it does. We, therefore, consider 
it desirable that the name of the 
public accountant should not be iden- 
tified with the work unless he is pre- 
pared to make some specific comment 
as a result of an adequate audit. 
Otherwise, the third party reader is 
prone to assume a greater endorse- 
ment than the accountant intends.” 


Research 


You might also be interested to 
know that this subject has been dis- 
cussed by the C.I.C.A. Committee on 
Accounting and Auditing Research 
and by the Ontario Institute Account- 
ing and Auditing Practice Committee. 
The Council of the Institute of Chart- 
ered Accountants in England and 
Wales in May 1955 issued a state- 
sment to their membership on “Re- 
ports on Accounts of Sole Traders 
and Partnership’. 
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Suitable Wording 


After agreement is reached on the 
principles to be followed the problem 
of wording the report has to be faced. 
Here, for example, is what our firm 
uses: 


“From the records produced to us, 
supplemented by information furnish- 
ed by the management, we have pre- 
pared the following statements of the 
XYZ Shop. 


Balance Sheet at 30th September, 
1955. 


Statement of Income for the year 
ended 30th September, 1955. 


“These statements, which are in 
agreement with the records, have 
been prepared on an accrual basis 
after making provision for bad debts 
and depreciation. 


“We have reviewed the accounting 
procedures and tested the banking 
transactions during the year. This 
business entity is a proprietorship and 
only the assets and liabilities, real or 
contingent, shown in the records of 
the business have been reflected in 
the accompanying statements. 


“In accordance with the terms of 
our engagement we have not inde- 
pendently verified the balance sheet 
items and for this reason express no 
opinion as to the accuracy of these 
statements.” 


Well, fellow practitioner, what do 
you think? 





(The editor of this bi-monthly department 


cordially invites correspondence from readers. ) 





Students Department 


BY J. E. SMYTH, C.A. 


Associate Professor, 
Queen’s University 





Notes AND COMMENTS 


As we set about preparing this 
month’s Students Department, we are 
surprised to see appear before us on 
our desk a beautiful cake with 25 
candles burning. 


We sense at once, of course, that 
this is a vision — yet, we hasten to 
add, not entirely an hallucination. In- 
deed, the occasion is no less than the 
25th birthday of the Students De- 
partment. In the dusk of a late sum- 
mer’s evening we then cordially ex- 
tend congratulations to self, as the 
present editor. 


It was in the September, 1930 issue 
of The Canadian Chartered Account- 
ant that this section first appeared. 
In his opening remarks Professor 
R. G. H. Smails exhorted student 
readers to contribute letters and short 
articles for publication; 25 years later, 
in this issue, we are pleased to call 
attention to an announcement (see 
below) which, we hope, will offer 
further encouragement along these 
lines. In the first Students Depart- 


ment, too, the editor announced his 
intention to select for each issue a 
problem from one of the provincial 
C.A. examinations and to publish it 
with a suggested solution — these 
were the days before the uniform 
final and intermediate C.A. examina- 
tions. He then commented briefly 
upon some current topics of the day: 
the effect of preferential tariffs upon 
trade between Canada and Great 
Britain; the desirability of including 
the words “in our opinion” in the 
auditors report; and the issue of no- 
par shares which have a preference as 
to principal. 

But enough of nostalgia! We must 
brush away the cake crumbs and 
blow out the candles. Twenty-five or 
even 50 years from now the editor of 
this section may chance upon these 
pages — doubtless by then a crisp 
yellow-brown with faded print and a 
tendency to crumble upon sudden ex- 
posure to light; and we can picture 
him sniffing and musing to himself 
that perhaps the time has come once 
again for a quiet celebration. 


A POINT ON EXAMINATION TECHNIQUE 


“An answer must be comprehensive to receive a top grade. 


Extreme- 


ly brief answers, no matter how well directed to the principal points in- 
volved, are risky. Too much material may be omitted from such answers 
and there is the risk that the brief statement is not clear. Aim for a com- 
plete, comprehensive answer rather than the briefest one which might 
do.” (Robert L. Kane, Jr. in “Suggestions to Candidates for the CPA 
Examination”, The Journal of Accountancy, January 1955, page 49) 
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SOLUTION TO LAST MONTH’S PUZZLE 


Since the manager saved 20 
minutes by not having to go all the 
way to the station, it would have 
taken him ten minutes in his car to 
travel from the point at which he 
picked the auditor up to the station 
(and ten minutes to return to that 
point). As the manager left in time 
to be at the station at 10 o'clock, he 
must have picked the auditor up at 


10 minutes before 10 o'clock. The 
auditor had therefore been walking 
for 50 minutes (since arriving at the 
station at 9 o'clock) and at 6 miles 
per hour, he would have walked 5 
miles in this 50 minutes. As it would 
take the manager 10 minutes to go 
this 5 miles in his car, he was travel- 
ling at the rate of 30 miles an hour. 


Announcement 


Beginning with the September 
issue, $5.00 will be paid to a con- 
tributor submitting a puzzle which 


the editor regards as suitable for the ! 


Students Department. An award of 


the same amount will be made to 
students-in-accounts whose letters or 
contributions are considered of suffi- 
cient interest for publication in this 
department. 


CORRESPONDENCE 


St. John’s, Nfld. 
Sir: I read with great interest Mr. 
Wolff's letter in your April issue con- 
cerning the classification of federal 
income taxes. He lends support to 
the view that these taxes are distribu- 
tions of income rather than charges 
against income. He proceeds by say- 
ing that if we accept this tenet then 
the problems dealt with in Bul- 
letin No. 10 concerning the capital 
cost allowance and_ depreciation 
charged on the books of account will 
Be solved. 

This approach to the nature of in- 
come taxes is an interesting one and 
has received favourable consideration 
in some circles. In this connection, a 
series of letters to the editor appear- 
ing in the April 1954 issue of The 
Journal of Accountancy is illuminat- 
ing. 

I wish to contend however that, 


even if we accept the view that taxes 
are distributions of income, we have 
not solved the problems discussed in 
Bulletin No. 10. All we have done is 
to place them in another context. 
This will be more apparent if we con- 
sider how the problems arose in the 
first place. 


Under the present Income Tax 
Regulations it is possible for material 
differences to exist between the cap- 
ital cost allowances claimed and de- 
preciation as shown on the books of 
account. This however results not in 


‘a tax saving but merely in its defer- 


ment, since in later years the reverse 
situation will be true, namely, the 
capital cost allowances will be less 
than depreciation charged on the 
books of account. Indeed, as a result 
of this, it is possible in a given year 
for the effective income tax rate to be 
greater than one hundred per cent. 














ETE 





STUDENTS DEPARTMENT 


This situation would occur for 
example, at a federal tax rate of 
fifty per cent, when a corporation had 
exhausted its capital cost allowance 
and the profit before tax was less than 
the depreciation recorded on the 
books of account. 

Was it correct, auditors asked, that 
situations of this nature should be 
allowed to develop without any form 
of disclosure on audited financial 
statements? The Research Commit- 
tee of the C.I.C.A. applied itself to 
the problem and suggested disclosure 
in the manner outlined in Bulletin No. 
10. 

In what way, we may ask, does the 
classification of taxes as distributions 
of income make disclosure any less 
desirable? If disclosure is necessary 
when a material amount of expense is 
deferred to later years, by the same 
token disclosure is also necessary 
when a compulsory dividend to the 
government is deferred to later years. 

The yardstick in such cases is that 
financial statements present all rele- 
vant facts. Good auditing practice 
requires, for example, that the total 
of unpaid dividends on cumulative 
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preference shares be shown. Failure 
to indicate this fact would present a 
misleading picture. Similarly, an in- 
terested reader of financial statements 
could claim that they were misleading 
where (a) a situation is developing 
such that the compulsory dividends to 
the Federal Government are relative- 
ly low in earlier years only because in 
later years they will be relatively 
high and (b) if disclosure of this 


fact was not made. 


It is true of course that the method 
of disclosure would change. It would 
no longer be appropriate to speak in 
terms of deferred expense and it 
might be that the method outlined 
in paragraph seven of Bulletin No. 10 
or the “footnote” method would re- 
ceive favour. Be that as it may, if 
financial statements are not to be mis- 
leading disclosure of material defer- 
ment of income taxes should be made. 
The classification of these taxes as 
either expenses or dividends would 
affect the form of disclosure — not 
its necessity. 


P. J. Garpiner, B.A. (Oxon. ) 
( Student-in-accounts ) 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants 
and reflect the personal views of the various contributors. They are designed 
not as models for submission to the examiner, but rather to provide such 
discussion and explanation of the problems as will make their study beneficial. 
The editor will welcome discussion of the solutions published. 


PROBLEM 1 


Intermediate Examination, October 1954 
Accounting II, Question 3 (10 marks) 

J operates a retail business in premises leased from XYZ Realty Company. 
The terms of the lease call for an annual minimum rental of $20,000 per an- 
num, payable half-yearly in advance on lst January and Ist July each year. 

The lease provides that additional rent shall be payable if the sales for a 
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year exceed $160,000. This additional rent will amount to 124% of the amount 
by which J’s sales for a year exceed $160,000 and shall be paid by the im- 
mediately succeeding 31st January. 

J prepares quarterly financial statements and wishes the expenses for 
each quarter to reflect as closely as possible the actual rent which will be 
payable based on the annual operations. 

His sales for the year 1953 were as follows: 


First quarter $30,000 
Second quarter 70,000 
Third quarter 20,000 
Fourth quarter 60,000 


$180,000 


Required: 
Set out, in journal entry form complete with explanations, the entries 
that would have been made in respect of the above for the year 1953. 








A SOLUTION 
Books oF J 
1953 
Dr. Cr. 
Jan. 1 Prepaid rent 10,000 
Bank 10,000 
To record payent for first six months 
Mar. 31 Rent expense eo 5,000 
Prepaid rent 5,000 
To record expense for first quarter 
Jun. 30 Rent expense 5,000 
Prepaid rent 5,000 
To record balance of prepaid rent as expense 
Jun. 30 Rent expense 2,500 
Rental accrued 2,500 
Excess rental, based on sales for six months, 
as follows: 
Sales for first half of year $100,000 
Base sales for half year 80,000 
» Excess $ 20,000 
124%4% of $20,000 = $ 2,500 
jul. 1 Prepaid rent 10,000 
Bank 10,000 


To record payment for last six months 


Rent expense 
Prepaid rent 5,000 
To record expense for third quarter 
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Sep. 30 Rental accrued : 
Rent expense 2,500 
To reverse accrued rental no longer required: 
Sales for first nine months 
of year $120,000 
Base sales for three-quarters 
of year 120,000 
aes 
Dec. 31 Rent expense 5,000 


Prepaid rent 5,000 
To record balance of prepaid rent as expense 








Dec. 31 Rent expense 2,500 
Rental accrued 2,500 
Excess rental, based on sales for year, 
as follows: 


Sales for year $180,000 
Base sales for year 160,000 
Excess $ 20,000 
124% of $20,000 = $ 2,500 


Examiner's Comments 
A common error was not to set up the accrued rental at June 30, or when 
it was set up, to forget to reverse the accrual at September 30, and not to 
accrue rental at December 31. 


PROBLEM 2 
Final Examination, October 1954 


Accounting II, Question 2 (20 marks) 


D has $50,000 which he wishes to invest in shares of either the X Co. Ltd. 
or the Y Co. Ltd., two publicly owned companies in the same line of business. 
He has approached you for advice as to which would be the better investment 
and has given you the following condensed balance sheets of the two 
companies: 

BALANCE SHEET 
as at 31 Dec. 1953 


ASSETS 
Current Assets 
X Co. Ltd. Y Co. Ltd. 

Cash $ 133,530 $ 40,000 
Government of Canada bonds 75,000 25,000 
Accounts receivable 125,700 99,500 
Less—allowance for doubtful debts (12,500) (9,500) 
Inventories—merchandise 205,000 190,000 

supplies 10,500 10,000 
Prepaid expenses 3,000 5,000 


$ 540,230 $ 360,000 
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Fixed Assets 


Land $ - 90,000 $ 70,000 
Building 176,000 133,000 
Less—accumulated depreciation (56,500) (65,500) 
Machinery and equipment 210,000 190,000 
Less—accumulated depreciation (21,000) (46,000 ) 

$ 398,500 $ 281,500 

Other Assets . 

Goodwill, patents, etc. $ 25,000 $ 30,000 

$ 963,730 $ 671,500 


LIABILITIES AND CAPITAL 


Current Liabilities 


X Co. Ltd. Y Co. Ltd. 
Bank loan $ 40,000 $ 50,000 
Accounts payable 151,500 138,000 
Income taxes payable 24,500 12,000 
$ 216,000 $ 200,000 
Capital and Surplus 
Capital stock—40,000 shares $ 500,000 $ 300,000 
Surplus as at Ist Jan. 1953 173,450 123,500 
Balance of profits for the year 74,280 48,000 
$ 747,730 $ 471,500 
$ 963,730 $ 671,500 








In addition D has obtained the following information relating to the 
operations of the two companies for the last fiscal year: 


Y Co. Ltd. Y Co. Ltd. 
Sales for the year $1,885,625 $1,100,000 
Cost of goods sold for the year $1,508,500 $ 770,000 


Both companies have paid dividends of 4% each year for the past five 
years. 


Required: 


(6 marks) (a) On the basis of the above information, compare the relative 
desirability of these two companies from the standpoint of D, 
a potential investor. 

(5 marks) (b) Which company appears to have the more competent man- 
agement? Give your reasons. 

(9) marks) (c) What additional information would you require in order to 
advise DP 





| 
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A SOLUTION 
(a) Comparison of X Co. Ltd. and Y Co. Ltd. from standpoint of a potential 
investor 
X Co. Ltd. X Co. Ltd. 
Shareholders equity, 1 Jan. 1953 $ 673,450 $ 423,500 
Earnings for the year $ 94,280 $ 60,000 
Rate of earnings to capital employed 14% 14.2% 
Rate of earnings per share $ 2.36 $ 1.50 
Dividends paid $ 20,000 $ 12,000 
Dividends paid per share .50c .30c 
Ratio of earnings per share to dividends per share 4.7 tol 5tol 


Conclusions: X Co. Ltd. pays out a slightly higher proportion of its earnings in dividends. 
If future earnings increase and this ratio is maintained, the prospect is for a somewhat 
greater proportionate increase in the dividends of X Co. Ltd. 


(b) Comparison of X Co. Ltd. and Y Co. Ltd. from standpoint of management 


X Co. Ltd. Y Co. Ltd. 
Sales for 1953 $1,885,625 $1,100,000 
Accounts receivable, 31 Dec. 1953 $ 125,700 $ 99,500 
Collection ratio 15 tol lltol 
Cost of goods sold — 1953 $1,508,500 $ 770,000 
Inventories, 31 Dec. 1953 $ 215,500 $ 200,000 
Inventory turnover ratio, approx. Ttol Atol 
Total current assets $ 540,230 $ 360,000 
Total current liabilities $ 216,000 $ 200,000 
Current ratio 2.5 to 1 1.8 tol 
Accounts payable $ 151,500 $ 188,000 
Ratio of accounts payable to cost of goods sold 1to 10 1 to 5.6 
Percentage of gross profit to sales 20% 30% 
Percentage of net profit to sales 5% 6% 
Percentage of selling and administrative 
expenses to sales 15% 24% 


Conclusions: X Co. Ltd. has the more competent management for the following reasons: 


It has a better collection policy, with less than one month’s sales outstanding. 

It carries a smaller inventory relative to the volume of business. 

It pays its accounts more promptly. 

It has a stronger current position. 

Its selling and administrative expenses are relatively smaller as a percentage of sales 


Tm Oh 


(c) Additional information required in order to advise a potential investor 


1. Audited financial statements for each of the companies for the last several years. 
2. The market value, if any, of the shares of each company. 

8. Some knowledge of the future prospects for each company and for this line of busi- 
ness in general. 

The usual rate of return on an investment in other companies of this type. 

The names and background of the directors, executive officers, and key employees. 

6. Details of any outstanding stock options. 


St 








240 THE CANADIAN CHARTERED ACCOUNTANT, SEPTEMBER, 1955 


7. Information regarding the method used in assigning the dollar amounts to the fixed 
assets and inventories. 

8. Information about the labour relations of the companies. 

9. Information regarding the income tax position of the two companies. 


PROBLEM 3 


Final Examination, October 1954 
Auditing I, Question 1 (10 marks) 


You are a senior in a firm of chartered accountants and are preparing 
a talk to your staff on the purpose, preparation and use of audit programs. 
Required: 

A list of the points that should be covered in such a talk. 


A SOLUTION 


Outline of Talk to Staff on Purpose, Preparation and Use of Audit Programs 

Purpose and Use 

To provide a record of the work to be performed. 

To facilitate the distribution of work among the staff. 

To provide a means of indicating what work has been completed. 

To place responsibility for the eae of each procedure described 

in the program. 

To aid the partners or the supervisors in their review work. 

To provide a means of training junior assistants. 

To serve as a guide in the actual carrying out of the audit procedures. 

To provide a basis upon which the auditor forms his opinion. 

In case of litigation, to provide supporting evidence of the work per- 

formed. 

10. The audit program should not be interpreted by the persons engaged 
in the audit work as restricting them necessarily to the points covered; 
and the program should be revised from year to year. 

11. The audit program should be treated as confidential by the audit staff 
and should not be shown or made available to the client except on the 
authority of a partner or supervisor. 
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Preparation of an audit program 
1. Every audit engagement must be considered on its own merits and 
~ the appropriate program prepared prior to the commencement of the 
actual audit work. 

2. Before drafting the program, the auditor must have a complete knowl- 
edge of the nature of the company’s business, its major accounting 
procedures and system of internal control. 

8. The program should be prepared by the senior in charge of the audit, 
taking into consideration the type of audit to be carried out, the 
accounting system, and the system of internal control. 

4. The program must cover all important aspects of the operations of the 
client’s business, and set out the relevant audit procedures for each. 
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BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 





TAXATION OF TRUSTS AND ESTATES 


Under the Income Tax Act, a trust 
or estate, which are terms of con- 
venience only, meaning a trustee, per- 
sonal representative, heir or other 
legal representative having ownership 
or control of trust or estate property, 
is chargeable to tax upon the income 
from such property as if the trust 
(which term we shall use to cover 
estates as well) were an individual, 
without, however, any of the personal 
allowances to which an individual is 
entitled under s. 26, but subject to 
deduction of any trust income for the 
year which is payable in the year to a 
beneficiary or is paid in the year for 
the upkeep or maintenance of pro- 
perty required to be maintained for 
the benefit of a beneficiary. 

A beneficiary is chargeable to tax 
on the above amounts and, in addi- 
tion, on other amounts or benefits re- 
ceived by him in the year from or 
under the trust except distributions 
of capital. Thus he is taxable on all 
benefits received or receivable by him 
in a year from or under the trust, 
whether in cash or in kind, except 
distributions of capital, but of course 
he is not taxable on an amount re- 
ceived in a year if it was chargeable 
to him in a previous year when it be- 
came payable. If the beneficiary is not 
liable to Canadian tax as being non- 
resident in Canada in the year or is 
otherwise tax-exempt, no tax is exig- 
ible by him other than the non-resi- 
dent withholding tax, if applicable. 


The statute makes it clear that in 
determining the amount of a bene- 
ficiary’s share of trust income, the 
trust income is to be ascertained 
without any deduction for capital 
cost allowances, assuming the latter 
to be claimable. Now capital cost al- 
lowances are a creation of the Income 
Tax Act and are unknown to the law 
of trust, and, of course, it is by the 
latter law that the rights of trustees 
and beneficiaries are determined. It 
follows from this that where the In- 
come Tax Act permits a capital cost 
allowance in respect of trust property, 
the law of trusts intervenes to affect 
the respective rights of trustee and 
beneficiary in respect of the addition- 
al income accruing to the trust by 
reason of the tax saving resulting 
from the allowance of the capital cost 
deduction. 


For example, where a trustee holds 
real property in trust for A for life, 
remainder to B, the life tenant is 
chargeable to tax on the whole in- 
come from the land, the assumption 
of the law of trusts being that an 
estate in land in fee simple does not 
deteriorate in value. Of course, if the 
trust instrument otherwise provides, 
the intention so expressed will be 
given effect by the Courts, but in the 
absence of a contrary intention the 
rule above-mentioned applies. Now, 
if the real property includes depreci- 
able assets, as e.g. buildings, the In- 
come Tax Act permits the income to 
be reduced for tax purposes by de- 
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duction of part of the capital cost of 
the buildings. The effect of this is, of 
course, to increase the amount of in- 
come available for distribution, but 
it is the life tenant who is entitled to 
it. If the trustee retained the amount 
of tax saved for the benefit of the re- 
mainderman, he could be compelled 
to pay it to the life tenant at the in- 
stance of the latter or his heirs; and 
for that reason the life tenant would 
be chargeable to tax on the amount 
whether he received it or not. 


On the other hand, if the trustee 
were empowered by the trust instru- 
ment to employ the trust property in 
carrying on a business, trust law will 
permit him to claim depreciation on 
the trust property if the claim is al- 
lowable by sound principles of com- 
mercial accounting, and in that case 
the depreciation reserve retained by 
the trustee accrues to the benefit of 
those entitled to the corpus of the 
trust property after the termination of 
the prior interest or interests. 
(Whether depreciation allowable by 
sound principles of commercial ac- 
counting is identical, either in prin- 
ciple or amount, with capital cost 
allowances under the Income Tax 
Act is a question which we will not 
go into here.) In this case the life 
tenant would be entitled to receive 
only the net income after deduction 
of depreciation allowances by the 
trustee, but if the trustee did in fact, 

“though wrongly, pay the additional 
amount to the life tenant, the ques- 
tion arises whether the latter is 
chargeable to tax on the amount so 
received by him. The answer would 
appear to be that a depreciation re- 
serve is a capital fund, representing 
lost capital which the fund is de- 
signed to replace, and hence any dis- 
tribution of such reserve is a distri- 
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bution of capital and so not charge- 
able to tax in the recipient’s hands. 


The question of the respective 
rights of trustee and beneficiary to 
capital cost allowances in respect of 
trust property has been productive of 
much difficulty. The right to capital 
cost allowances is given not by the 
sections of the Income Tax Act deal- 
ing with trusts, but by s. 11(1)(a), 
which is of general application. Thus, 
it follows that the trustee, as legal 
owner of the trust property, is pri- 
marily entitled to capital cost allow- 
ances in determining trust income for 
tax purposes. Frequently, however, a 
beneficiary (particularly where he is 
also the trustee) prevails on the 
trustee to permit the capital cost al- 
lowance to be claimed by the bene- 
ficiary rather than by the trustee. 
Hitherto this could be done, if the 
interest of the beneficiary was for life 
or years, only if he had a future right 
to the corpus of the property, but by 
this year’s amendment to the Income 
Tax Act, a beneficiary for life or years 
can claim capital cost allowances, 
where the trust property is of a de- 
preciable nature, whenever the 
trustee permits, the latter of course 
surrendering his own right to the al- 
lowances to the same extent. 


This is all very well as a matter 
of tax law and administration, but 
there are certain dangers lurking in 
the background for trustees. The law 
of trusts, as we have said, does not 
recognize the right of a trustee to set 
aside a depreciation reserve for the 
benefit of remaindermen in every 
case. There are certain principles of 
trust law known as the rules of equit- 
able apportionment, stemming from 
the famous decision in Howe v. Lord 
Dartmouth, which indicate the respec- 
tive rights of life tenants and remain- 
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THE TAX REVIEW 


dermen where the trust instrument is 
silent. These rules in effect declare 
that where property is held in trust 
for successive interests, e.g. to A for 
life, remainder to B, the value of the 
corpus must be protected where the 
property is (1) a wasting asset, e.g. 
a mine or quarry, or is (2) an un- 
authorized investment of a hazardous 
character which the trustee has been 
empowered to retain, or is (3) pro- 
perty of a reversionary character, 
e.g. a leasehold estate in land. And, as 
indicated above, a trustee empowered 
to employ depreciable assets in car- 
rying on a business is entitled to set 
aside a depreciation reserve to re- 
place the assets. Apart from these ex- 
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ceptions, however, it appears that a 
trustee has no right to retain any part 
of the income from a trust for the 
benefit of remainderman, but must 
pay it all to the beneficiary entitled 
to the income. 


If in the cases to which the rules 
of equitable apportionment apply a 
trustee pays the beneficiary more 
than the latter has a right to receive 
the trustee renders himself liable to 
those who are thereby deprived; and 
the new enactment of the Income Tax 
Act which entitles a life tenant to 
such capital cost allowances as the 
trustee determines can give the latter 
no right to commit a breach of trust. 


RECENT TAX CASES 


Interior Breweries Ltd. v. M.N.R. 
(ExcHEQvER Court oF Canapa, CAMERON J., May 5, 1955) 
Interest on Borrowed Money — Money borrowed by company to repay 


bank loan used to acquire shares in other companies — Not used in business 
to earn income — Interest paid on money used to acquire exempt income 


—ITA (1951), s. 11(1)(c)(i) and (ii), s. 12(1)(c) 


Appellant company purchased all 
the shares of one brewing company 
and all but a few of the shares of an- 
other brewing company with the aid 
of a bank loan. After acquisition of 
the two brewing companies (each of 
which had two wholly-owned sub- 
sidiaries ) it repaid the bank loan with 
money obtained from an issue of de- 
bentures and from moneys borrowed 
from two of the subsidiaries. Appel- 
lant had a contract with the two 
brewing companies and one of the 
subsidiaries to manage such com- 
panies and to participate with them 
in providing mutual financial assist- 
ance and working capital. In its tax 


return for 1951 appellant claimed a 
deduction of the interest paid or pay- 


able in that year on the debentures 
and on the loans from the subsidiaries. 
contending that the borrowed moneys 
were used for the purpose of earning 
income from its business within the 
meaning of ITA s. 11(1)(c)(i), viz 
to enable it to carry out its contract 
to manage and supply financial assist- 
ance to the subsidiaries. 

Held, dismissing the company’s ap- 
peal from an assessment rejecting its 
contention, the requirements of s. 
11(1)(c)(i) are fulfilled only if the 
borrowed. moneys themselves are 
used for the purpose of earning in- 
come from the business, and it is not 
sufficient that the use of the borrowed 
moneys in some other way opened up 
lines of credit or resulted in the re- 
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ceipt of other moneys which might be 
used for the purpose of earning in- 
come in the business. Moreover the 
deduction claimed is barred by s. 
12(1)(c) since the interest in ques- 
tion was an expense incurred “in con- 
nection with property the income 
from which would be exempt”, name- 
ly the shares in the brewing com- 
panies. Appellant admitted that its 
primary purpose was to acquire the 
shares of the brewing company, and 
though these were acquired with 
moneys borrowed from the bank after 
the shares were purchased, the bor- 
rowing was done as part of an entire 


scheme of operations planned as a 
whole before the shares were pur- 
chased, and there was therefore a 
direct and distinct connection be- 
tween the later borrowings and the 
property which it was appellant’s sole 
purpose to acquire. But even if this 
conclusion is wrong, the deduction of 
the interest in question is only per- 
missible under s. 11(1)(c), and as 
appellant relied entirely on subpara. 
(i) of this enactment, which has 
been found inapplicable, the assess- 
ment must stand. 


Dismissed 


M.N.R. v. Tip Top Tailors Ltd. 


(ExcHEQUER CourT OF CANADA, CAMERON J., 


Aprit 23, 1955) 


Business Profit — Trading company making deliberate profit on devaluation 
of sterling — Whether profit made in course of trade or a capital profit 


Respondent company, a clothing 
manufacturer, made large purchases 
of goods in Great Britain, its practice 
being to purchase sterling in Canada 
which it remitted to its London Bank 
with instructions to pay the suppliers 
of its goods. Until November, 1947 
its practice was periodically to remit 
in sterling the exact amount required 
to meet its obligations, but at that 
time, in the expectation that sterling 
would be devalued, it altered its 
policy with a view to making a profit 
in the event of devaluation, and in- 
stead of remitting the exact amount 

“required to pay its sterling obliga- 
tions arranged with its London Bank 
to allow it an overdraft up to £2250.,- 
000, and thereafter its sterling remit- 
tances were less than the amount of 
its sterling obligations. When ster- 
ling was devalued in September 1949, 
the company was able to meet its 
overdraft by the purchase of devalued 
sterling, at a saving of $169,000. It 
was assessed to tax on this amount, 


and appealed. Its appeal to the 
ITAB was allowed by Mr. Fisher 
(sub nom. 137 v. MNR [1954] 1 Tax 
Rev. 203), on the ground that the 
company had made a profit on the re- 
payment of a loan of capital and was 
therefore not taxable on such profit. 
The Minister appealed to the Ex- 
chequer Court of Canada. 


Held, the profit here realized was one 
made in the course of the company’s 
normal business operations while 
carrying out a scheme for profit-mak- 
ing: Atlantic Sugar Refineries Ltd. v. 
MNR [1949] S.C.R. 706, applied. The 
purchase of sterling funds was one 
part of the company’s trading opera- 
tions, and the purchase of sterling in 
1949 following the devaluation of the 
pound was an essential part of an in- 
tegrated commercial operation, viz 
the purchase of supplies and the pay- 
ment thereof by the method adopted 
by the company. Davies v. Shell Co. 
of China, 32 Tax Cas. 183, dis- 
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tinguished on the ground that in the 
instant case the overdraft was used to 
pay trade accounts and was circulat- 
ing rather than fixed capital used in 
the trade; the fixed capital of the 
company was at no time employed in 
the transaction and the profit when 
made did not affect the capital struc- 
ture of the company in any way, but 
was an increase in its trading profit 
and available for distribution to its 
shareholders. McKinlay v. H. T. Jen- 
kins & Son Ltd., 10 Tax Cas. 872, dis- 
tinguished on the ground that the 
profit there arose out of the purchase 
and sale of foreign exchange which 
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was quite unconnected with the 
actual purchase of marble which the 
taxpayer was required to buy in ful- 
filment of its contract and which it 
did buy at a later date; in the instant 
case the overdrawn sterling was at 
once used in respondent’s trading 
operations. I.T. Case No. 308, 8 
S.A.T.C. 99, not followed and also 
distinguished, the profit there being 
fortuitous whereas in the instant case 
it was made as the result of a de- 
liberate scheme for profitmaking in 
the course of respondent’s trade. 


Minister's appeal allowed 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet, Esq., Q.C. (Chairman), Cecil L. Snyder, Esq., Q.C. (Assistant 
Chairman), W. S. Fisher, Esq., Q.C. and R. S. W. Fordham, Esq., Q.C. 


Cherokee Drilling Co. v. M.N.R. 


Oil Leases — Cost of drilling rights 
— Abandonment of rights — Expendi- 
ture of capital nature 


Appellant company’s president pur- 
chased the right to drill for oil on two 
separate parcels of land in Alberta 
for an initial payment of $2,500 in 
respect of each parcel and an obliga- 
tion to pay a further sum in respect 
of one of the parcels at a later date. 
The agreement was assigned by ap- 
pellant’s president to appellant com- 
pany, which was engaged in all as- 
spects of the oil development busi- 
ness, and appellant company allowed 
its rights to lapse after paying an ad- 
ditional $1,000 in respect of the 
second parcel. In its tax return for 
1952 it claimed a deduction of the 
$6,000 so expended by it under the 
two contracts. The Minister dis- 


allowed the deduction as being in 
respect of a capital expenditure. 


Held (Mr. Fordham), the payments 
in question were capital outlays and 
therefore not deductible. Siscoe Gold 
Mines Ltd. v. M.N.R., 1945 Ex. C.R. 
257 per Thorson P. at p. 266, applied. 
Alta, Feb 24/55 Dismissed 


Editorial Note: Under s. 3A of the ITA 
Amendment Act, 1949 (2nd Sess), c. 25, as 
amended, a payment made to the Crown 
after 1952 for the right to drill for oil on 
leased land is fully deductible provided that 
the right is surrendered before production is 
achieved and that no consideration what- 
ever is received for the right. But the 
general rule for drilling rights, as set out by 
s. 2A of the above statute, is that a pay- 
ment for drilling rights is deductible only 
to the extent of $1 per acre. Here the 
appellant contended that in the case of an 
oil exploration and drilling company the 
acquisition and abandonment of leases was 
an integral part of the company’s business, 
and that the cost thereof was therefore a 
current expense and deductible by reason of 
s. 4 of the Act, which declares that the in- 
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come from a business is the profit there- 
from. If it were not for the special pro- 
visions above referred to there would be 
much to commend this view, but it must be 
admitted that Parliament seems to have 
thought otherwise. 


Butler’s Estate v. M.N.R. 


Remuneration — Death of employee 

— Remuneration paid after death — 

Death of executor prior to assessment 
— Irrelevance of 


Butler died in 1937, and in 1948 

an action brought by his executor for 
payment of certain remuneration ow- 
ing Butler for services performed by 
him as a salaried officer of a corpora- 
tion was settled by payment of a sum 
to the executor. The Minister assessed 
this sum as income of Butler’s estate, 
and an appeal was launched against 
the assessment. 
Held (Mr. Monet), the sum in ques- 
tion was paid by way of settlement 
of a claim for remuneration for ser- 
vices rendered by Butler as a salaried 
officer of a corporation, and accord- 
ingly it was taxable as income. It 
was immaterial that Butler’s execu- 
tor died prior to the issuance of the 
notice of assessment, for while the 
office of executor is not hereditary 
under the Quebec Civil Code, it is 
also true that the estate of a deceased 
executor must render accounts and 
meet the liabilities of the deceased 
executor. 


Que, Now 27/54 


Gregory v. M.N.R. 
Office or Employment — Bursary 
paid post-graduate medical student 
by employer — Whether income of 
employment — ITA s. 5 


Dismissed 


Appellant, a graduate medical stu- 
dent, was employed by the Ontario 
Department of Health as a psychia- 
tric interne, and pursuant to an ap- 
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plication made by him was granted 
a bursary stipend of $250 a month 
for twelve months by the Ontario De- 
partment of Health, the funds being 
in fact provided by the Dominion 
Department of Health. In applying 
for and accepting the bursary appel- 
lant agreed to refund the bursary or 
a pro rata part of it if he did not com- 
plete his year of training or did not 
accept employment in Ontario satis- 
factory to the Minister of Health for 
a period of one year. 

Held (Mr. Monet), appellant re- 
ceived the bursary from the Ontario 
Department of Health while he was 
an employee of that Department, and 
it was accordingly taxable in his 
hands as income from an office or 
employment. 


Ont, Feb 17/55 Dismissed 


Richardson v. M.N.R. 


Personal Allowances — Husband and 
Wife — Husband's personal allow- 
ance reduced by wife’s post-nuptial 
income — Wife taxable on such in- 
come — ITA (1953) secs. 2, 44 


In 1953 appellant had income of 
$859 from her employment prior to 
her marriage on April 25, 1953, and 
income of $835 from her employment 
after her marriage. Under ITA s. 
26(2)(a) her husband’s personal al- 
lowance for 1953 was reduced by the 
wife’s post-nuptial income in that 
year (less $250), and appellant claim- 
ed that as a result she was not re- 
quired to report as her income the 
amount of her post-nuptial income. 
Held (Mr. Fisher), her contention: 
could not be supported. She was re- 
quired by ITA s. 44 to report her in- 
come for the year and ITA s. 2 im- 
poses a tax on her income for the 
year. 


Ont, Mar 25/55 Dismissed 
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BY PETER C. BRIANT, B.COM., C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 


“ACCOUNTANCY IN A DYNAMIC 
Economy” by Mr. Bertram Nelson, 
Accountancy, June 1955, p. 206 


In the course of his address as 
president of the English Society of In- 
corporated Accountants, Mr. Nelson 
points to the relative stability in the 
number of medium-sized accounting 
firms in Great Britain despite the 
formation of larger business units 
through mergers, nationalization and 
grouping. He instances, also, the in- 
crease of 45% in the number of sole 
practitioners since 1939. 

Mr. Nelson considers the lack of a 
staff of experts to be one of the great 
deficiencies of the small independent 
business unit which, he says, must 
be brought up to the level of effic- 
iency of the larger business. In this 
connection, his emphasis on the ad- 
visory capacity of the small practition- 
er, in contrast to the monthly writing- 
up of books, may be noted. This is a 
matter of some significance on this 
continent where such a large part of 
the duties of the small firm seems to 
be of a routine nature. Mr. Nelson 
goes on to say that in the capacity of 
adviser to small traders the account- 
ant has an important role to fill in 
the dissemination of information and 
techniques. Thus, accounts should be 
useful as a basis for policy decisions, 
not just for tax purposes; accounting 


Assistant Professor, 
McGill University 


forms should be made more intell- 
igible to the layman; and accountants 
should devise means of heightening 
the small businessman’s interest in his 
accounts, while at the same time re- 
ducing the cost of record-keeping. 


“DEPRECIATION ALLOWANCES AND PRO- 
puction Costs”, by Ernest H. Wein- 
wurm, Cost and Management, June 
1, 1955, p. 211 

Professor Weinwurm’s basic prem- 
ise is that present methods of calcu- 
lating depreciation charges are not 
adequate to reflect the true cost of 
using facilities and services in indus- 
trial production. In their place he re- 
commends an adaptation of the sale 
lease-back arrangement. Thus, where 
a company owns its own facilities, an 
estimate should be made of how 
much it would cost to rent them. This 
estimate would then take the place 
of depreciation charges. 

To develop rental quotations he 
would have special committees or- 
ganized to include representatives 
from both buyers and sellers, trade 
experts and government officials. 
These committees would publish per- 
iodic schedules of rental charges for 
the guidance of industrial accountants 
when they themselves compute 
charges for the use of productive 
facilities. 

This method of depreciation 
charge would obviously not be ac- 
cepted in Canada for income tax 
purposes. In this connection Professor 
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Weinwurm is to be commended for 
his statement that the failure of the 
authorities to recognize new and 
forward-looking developments in ac- 
counting is no excuse for industrial 
accountants refusing to adopt such 
practices in connection with their own 
internal cost computations and 
studies. 

This is a novel solution to a major 
accounting problem in this age of in- 
flation and is one that merits the 
serious consideration of both financial 
and industrial accountants. 


“THE PRESIDENT’S Pace” by J. S. Seid- 
man, The New York Certified Public 
Accountant, May 1955, p. 269. 


A combination of warnings and 
predictions is offered by Mr. Seidman 
in his valedictory message as presi- 
dent of The New York State Society 
of Certified Public Accountants. 


Here are some of his remarks: 


On Tax Practice: “. . . . [there] will emerge 
a new sovereignty or profession in tax prac- 
tice. . . . from the ranks of lawyers and 
accountants, but. . . . separate and apart 
from their progenitors. . . .” 


On Accounting Practice: “. . . . manage- 
ment advisory work will become standard 
equipment in accounting practice. . ss 

“In the future [cost accounting] will be- 
come a real good chunk of [the public 
accountant’s] activity... .” 


“On “Two-Class” Legislation: “The long, 


long-range is for an accountant and C.P.A.’° 


[U.S.] to be synonomous, because practice 
will be permitted only to C.P.A.’s. The 
interim approach will be through legislation 
that makes a dying class of non-C.P.A.’s 


On Civic and Political Relations: “We wil! 
still be suffering from pernicious political 
anemia until accountants, and accountants 
alone, occupy accounting positions in gov- 
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ernment and political parties — positions like 
comptroller, budget directors, treasurers, and 
auditors. . . .” 


AUDITING 


“INTERIM AupITs v. MONTHLY AUDITS” 


by Herbert B. Fischgrund, C.P.A., 
The New York Certified Public Ac- 
countant, June 1953, p. 329; and 
“PROBLEMS OF INTERM AUDITS FROM 
THE ACCOUNTANTS ViEWPOINT” by 
Leon Mazursky, C.P.A. The 
N.Y.C.P.A., June 1953, p. 333 


Probably few would disagree with 
Mr. Mazursky’s contention that many 
accountants needlessly spend a great 
deal of time in the preparation of 
monthly reports distorted by seasonal 
influences, relatively inaccurate jour- 
nal entries, and inventories based on 
gross profit estimates or break-even 
calculations. To counter this, he re- 
commends the introduction of ir- 
regular interim audits, leaving the 
client’s bookkeeping staff to prepare 
the necessary monthly reports and 
statistical data. This system, he main- 
tains, would permit the auditor to 
improve the scheduling of his staff 
men, effect savings in review and typ- 
ing time, and relieve his staff from 
repetitious detail. Its greatest bene- 
fit would be that the auditor would 
be free to render a more professional 
service in the role of management 
counsellor. In many cases, cost- 
savings could be passed on to the 
client, whose own costs are rising 
and whose profit margins are declin- 
ing in today’s competitive markets. 

In those cases where a client pre- 
fers a monthly visit from his auditor, 
Mr. Fischgrund would still discon- 
tinue the monthly audit work and 
customary report. He would utilize 
the time saved to prepare other re- 
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ports helpful to management or to 

review internal control. The client’s 

audit fees would not be reduced since 
the accountant’s time would remain 
the same; nevertheless, for the same 

fee he would receive services of a 

more professional nature. 

Mr. Mazursky, on the same subject, 
thinks that time could be saved in 
interim audit, with consequent reduc- 
tion in cost to the client, by the audi- 
tor’s preparing multiple copies of the 
trial balance, recurring journal entries 
and reports. He also recommends the 
rounding of figures in adjusting jour- 
nal entries for such items as deprecia- 
tion, taxes and payrolls. The adjusting 
journal entries and the preparation of 
certain parts of the report should, he 
suggests, be done by the client’s 
bookkeeper. 

He considers, too, that cycle tests, 
whereby different phases of the audit 
are performed on the various interim 
examinations would provide for im- 
proved service to the client without 
increasing costs by: 

“(1) Allowing an opportunity for 
system studies throughout the 
year. 

“(2) Distributing the work load 
throughout the year. 

“(3) Introducing an element of sur- 
prise as in the verification of 
accounts receivable and payable 
during the year....” 


An efficient system of staff assign- 
ments is pointed to as being yet an- 
other area in which services to clients 
may be improved. Mr. Mazursky con- 
cludes that the limited rotation of 
personnel combines the advantages of 
both fixed assignments and complete 
rotation while minimizing their dis- 
advantages. Thus, for every client 
there should be a senior and an al- 
ternate senior, and consequently care 
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must be taken to see that these two 
are not paired on any other engage- 
ment. 


EDUCATION 
Business Week, June 25, 1955, p. 64 

The appointment of Associate Dean 
Stanley F. Teele as the new Dean of 
the Harvard Graduate School of 
Business Administration is reported 
to be a break with the school’s tradi- 
tion of choosing its deans from the 
ranks of leading businessmen. It is 
said to have met with the general 
approval of the school’s faculty, some 
of whom apparently hinted that they 
would have resigned had “a rank out- 
sider or businessman been named”. 
Dean Teele has been associated with 
the school since 1930. 

The new appointment is said to 
imply“(1) a shift in emphasis for the 
school . in executive training 
methods; (2) a growing realization 
within the school that it can no longer 
live off its past reputation; and (3) a 
spreading pressure for re-examination 
of the whole field of business edu- 
tiem...” 

Dean Teele is anxious to build up 
the school’s doctoral program with 
the object of developing and train- 
ing men to teach in other schools in 
the United States and abroad. He sees 
the major academic task of the future 
as the adaptation of research done in 
social studies to business administra- 
tion. 


FINANCE 
“INVESTMENTS, A. C. Scobell, Cana- 
dian Business, July, 1955, p. 62 

The rise in price of Canadian com- 
mon stocks since the beginning of 
1955 cannot be attributed solely to 
generally improved business condi- 
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tions, higher corporate earnings, and 
confidence in the future, according to 
Mr. Scobell. He emphasizes the cur- 
rent preference of the investor for 
common stocks over other investment 
securities, which would result in a 
doubling of common stock prices by 
the end of 1956, if the present rate of 
increase were to continue. He does 
not foresee, however, such a con- 
tinued increase. 


LAW 


“LecAL Hazarps IN PusBLic ACCOUNT- 
inc’ by Saul Levy, The Journal of 
Accountancy, May 1955, p. 37 


Most auditing textbooks are not- 
ably deficient in their treatment of 
the legal liability of auditors. It is, 
therefore, refreshing to find Mr. Levy, 
who is both a lawyer and a public 
accountant, issuing a timely reminder 
to professional accountants to study 
the available judicial material. 


In this article he discusses liability 
insurance, the auditor’s opinion and 
generally accepted auditing stand- 
ards, and some practical lessons to be 
learned from past cases and past ex- 
perience. 

He concludes with the challenging 
statement: 


“It has always seemed significant to me 
that the standard text on auditing in Great 
Britain, namely, Dicksee’s Auditing, con- 
¢ains about 300 pages devoted to a reprint 
of the cases on accountants’ legal respon- 
sibility decided in British courts. It is ap- 
parent that from the British point of view 
a detailed familiarity with these cases is 
indispensable equipment, not only for the 
practitioner, but even for the student who 
hopes to enter practice some day....” 


BOOK REVIEW 


Key to Income Tax and Surtax 
1955/56, Finance Act Edition, ed. 
Ronald Staples; Taxation Publishing 
Co. Ltd., pp. 223, 10/3. 


This popular handbook forms an 
easy means of introduction to the 
grim demands of Britain’s income 
tax. Turning the front cover, the 
reader finds each of 12 main sec- 
tions listed down the right hand 
edge of the book in a series of cut 
away steps, one for each section; by 
putting his finger on the desired sec- 
tion title he can open the book direct 
at that point. He has then only to use 
a thumb index along the bottom edge 
of the book to turn direct to any one 
of four or five main sub-sections. This 
ingenious system of indexing avoids 
much reference to and fro, from in- 
dex to text and back again. 


The book is most detailed, covering 
in its 223 pages the whole range of 
income tax in the United Kingdom. A 
glance at page 20 reveals the sad 
story of Britain’s tax rates and allow- 
ances from 1920-21 to the present 
day, while the following four pages 
trace the tale back as far as the hal- 
cyon days of 1899-1900. 


This is indeed a book not only for 
the income tax payer seeking to dis- 
charge his duties in the P.A.Y.E. age 
but also for the student of income 
tax preparing to pass his examination. 
Such a book on Canadian income tax 
and at such a price (the equivalent 
of less than $1.50) would surely have 
a ready sale in this country. 


KENNETH F. Byron, A.C.A. 
McGill University 


a 











ee 


nr 






NEWS OF OUR MEMBERS 









Alberta 

Munn, Richards, Yeoman & Co., Char- 
tered Accountants, announce the removal of 
their offices to 508 15 Ave. W., Calgary. 


British Columbia 

Administrative chairman and auditor of 
the building fund for the Queen Alexandra 
Solarium, Victoria, is Robert A. Robison, 
C.A. Mr. Robison practised as a chartered 
accountant in Winnipeg for 46 years before 
retiring to Victoria a year ago. 

Head of the United Jewish Appeal of 
1955, in Vancouver, is Irving G. Chertkow, 
C.A. 


Manitoba 

Vulcan Machinery & Equipment Ltd. an- 
nounces the appointment of Edward 
Winiarz, C.A. as secretary-treasurer of the 
company. 

S. John Down, C.A. and E. Roy Essery, 
C.A. announce the opening of an office 
for the practice of their profession at 385 
River Ave., Winnipeg, under the firm name 
of Down, Essery & Co., Chartered Ac- 
countants. 


Ontario 

McDonald, Currie & Co., Chartered Ac- 
countants, and Mitchell, Krauel & Co., 
Chartered Accountants, announce that they 
have amalgamated their practices. Hence- 
forth the combined practices will be car- 
ried on under the firm name of McDonald, 
Currie & Co. with offices at 1 King St. E., 
Kitchener. Resident partners will be P. L. 
Krauel, C.A. and C. H. Mitchell, C.A. 
Cooper Brothers & Co., Chartered Account- 
ants, wil] practise from the same offices. 

Shael S. Sone, B.Com., C.A. announces 
the removal of his offices to 7 Pleasant 
Blvd., Toronto. 


Gaviller, McIntosh & Ward, Chartered 
Accountants, Owen Sound, announce the 
admission to partnership of W. D. Roberts, 
C.A. 


E. B. McConkey, C.A. has been appointed 
comptroller of Consolidated Denison Mines 
Ltd. 


D. C. Russell, C.A., treasurer of Rootes 
Motors (Canada) Ltd. has been appointed a 
director and secretary of the board of the 
Canadian company. 


Standard-Modern Tool Co. Ltd. announces 
the appointment of F. C. Goodman, C.A. 
as treasurer and comptroller of the company. 


Philip Swan, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession in the Northern Bldg., Richmond 
Hill. 


Quebec 

The appointment of Richardson D. Valpy, 
C.A. as secretary and assistant treasurer of 
White Motor Co. of Canada Ltd. has been 
announced. 


L. Paul Fournier, B.Com., C.A. has been 
named comptroller and a director of the 
Kruger Paper Co. Ltd., Montreal. 


CHANGE OF ADDRESS 


Members and students who change their 
address and advise The Canadian Institute 
of Chartered Accountants of such change 
should also notify their own provincial In- 
stitute. 


Periodic reconciliations of mailing lists 
are carried out but to ensure prompt re- 
ceipt of all provincial Institute mail, it is 
essential that the secretary of the provin- 
cial Institute be notified directly. 
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News from Nova Scotia 


Increasing interest is being shown by 
Nova Scotia students in the forthcoming 
seminar which will be held at Dalhousie 
University from September 18 to 24. Those 
assisting Professor Wilfred Berman, leader 
of the seminar, include D. F. C Burton, 
C. W. Gurnham, O. P. Cormier and B. S. 
Creighton. 

The Students Association held a dinner 
for students and chartered accountants at 
the City Club on July 18. Guest speaker 
was Professor J. C. Taylor of the University 
of Western Ontario. 

J. Harvey Perry, A. Milton Moore and 
Roger E. Carswell of the Canadian Tax 
Foundation were entertained recently by the 
president of the Nova Scotia Institute. 


Ontario Students Notes 
Pre-examination discussion groups — 

The association is again arranging dis- 
cussion groups which will meet prior to this 
year’s examinations in various localities. The 
following arrangements have been made for 
meetings at the C.A. Bldg. in Toronto: 
Primary — Auditing, Mon. Sept. 19; Ac- 

counting I, Wed. Sept. 21; Accounting II, 

Mon. Sept. 26. 
INTERMEDIATE—Accounting I, Tues. Sept. 

20; Accounting II, Wed. Sept. 28; Audit- 

ing I, Mon. Oct. 3; Auditing II, Wed. Oct. 

5. 

Frvat—Taxation, Thurs. Sept. 22; Costing 
~ and Budgeting, Tues. Sept. 27; Miscel- 


laneous Accounting, Thurs. Sept. 29; Aud-: 


iting I & II, Tues. Oct. 4; Auditing ITI, 

Thurs. Oct. 6. 

Groups will meet from 8.00 p.m. to 10.00 
p.m. 

Primary solutions — 

The association has arranged the printing 
of suggested solutions to 1954 primary audit- 
ing and accounting examinations. 

Those for the 1953 and 1954 examina- 
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tions are now available through the in- 
stitute office at 25c per copy per year. 


Ontario Institute Notes 
Course Instructors — 

In 1954-55, 1497 students were enrolled 
through the Ontario Institute in the Char- 
tered Accountants Course of Instruction. 
This means a potential of some 48,000 exer- 
cises to be submitted to Queen’s University 
for grading and comment. Although over 
100 C.A.’s are employed part time by 
Queen’s to undertake this task, 20-30 new 
instructors are required for 1955-56, because 
of the anticipated increase in the enrolment. 
The remuneration is $1.00 for each exercise 
in the first two years and $1.25 for each 
exercise in the three later years. Only 
about 70 exercises in any one lesson will be 
assigned to an instructor and these will be 
received over a considerable period of time. 
Ontario members interested in appointment 
as instructors are requested to write the 
registrar of the Institute. 


Quebec Institute 
The Institute of Chartered Accountants of 
Quebec announces the removal of its offices 
to its own building: The Chartered Ac- 
countants Building, 630 Lagauchetiere St. 
W., Montreal. 


Quebec Students Society 

A joint dinner meeting of the incoming 
and outgoing executives of the society was 
held on June 29 at Cercle Universitaire. 

The society arranged with McGill Uni- 
versity to provide summer evening courses 
for students who are to write the uniform 
intermediate or final examination this fall. 
Each course was made up of 16 two-hour 
work sessions. Enrolment exceeded expec- 
tation, with 28 students registered for the 
intermediate course and 78 for the final 
course. The project was under the direc- 
tion of Prof. Peter C. Briant, C.A. and I. R. 
Sterling, C.A. 
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OBITUARIES 


Isaac Albert Rumble 

The Institute of Chartered Accountants 
of Ontario announces with regret the sud- 
den death of Isaac Albert Rumble at Tor- 
onto on Friday, June 17, 1955. He was 
born in Alma, Ontario, and graduated from 
the University of Toronto. During the 
First World War he served overseas as a 
pay sergeant with the Canadian Army. 

Mr. Rundle became a member of the In- 
stitute in 1913 and was for many years a 
teacher at Runnymede Collegiate, Toronto. 
At the time of his retirement in 1941 he 
was head of the Commercial Department. 
Since then he has been an instructor for 
Queen’s University working on the Chart- 
ered Accountants Course of Instruction. 

To his wife and brother the members of 
the Institute extend their sincere sympathy. 


Frederick Ernest Doull 

The Institute of Chartered Accountants 
of Saskatchewan announces with regret the 
death of Frederick E. Doull on June 29, 
1955 in his 73rd year. 

Mr. Doull was admitted to the Institute in 
1921. He was office manager and account- 
ant for the Robert Simpson Company in 
Regina from 1916 until 1948, when the 
company transferred him to Vancouver. 

He was a Freemason and had been most 
active in the Shrine, being past potentate 
of Wa Wa Temple, Regina. In recent years 
he took a leading part in the promotion of 
the Shrine Circus in Vancouver. 

To his wife and family the members of 
the Institute extend their deepest sympathy. 


Fred M. Breslin 
The Institute of Chartered Accountants 
of British Columbia announces with regret 
the sudden death of Fred M. Breslin on 
July 5, 1955 at San Francisco. He was in 
his 58th year. 


Mr. Breslin had been with the firm of 
Lybrand, Ross Bros. & Montgomery since 
1927 and resident partner in their San 
Francisco office since 1943. 

To his family the members of the In- 
stitute offer their sympathy. 


Charles Robert Chidwick 

The Institute of Chartered Accountants 
of British Columbia announces with deep 
regret the death of Charles Robert Chid- 
wick on June 8 at Prince Rupert. 

Born in England, Mr. Chidwick came to 
Canada in 1913 and settled on the West 
Coast in 1927. After 16 years with the 
Department of National Revenue, he joined 
the firm of C. H. Cates in North Vancou- 
ver. He was admitted to the Manitoba In- 
stitute in 1919 and to the British Columbia 
Institute in 1929. 

He was a member of the Canadian Col- 
lege of Organists and of Melrose Masonic 
Lodge, No. 67 AF & AM. 

To his widow, son and daughters the 
members of the Institute extend their deep- 
est sympathy. 


Robert William Gardner 


The Institute of Chartered Accountants of 
Alberta announces with regret the death of 
Robert William Gardner of Lethbridge on 
July 5 at the age of 81. 


Mr Gardner became a member of the 
Institute in 1921 but ill health caused him 
to retire from active practice in 1933. How- 
ever he remained active in civic affairs and 
was secretary of the Lethbridge Exhibition 
Board, a member of the Chamber of Com- 
merce and a supporter of the United 
Church. 

He leaves one sister in Scotland, two 
sisters and one brother in Lethbridge, and 
to them the members of the Institute ex- 
tend sincere sympathy. 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions _— 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 





WANTED 
Chartered accountants in Vancouver 
seek junior partner with some cli- 
entele of his own and income tax 
background. Box 504. 





WANTED 
Manufacturing firm in Newfoundland 
requires the services of a man 30 to 
40 years of age to take charge of the 
company’s accounting and office man- 
agement. Opportunity for promotion 
to the right person. Applicants should 
write to Box 506, giving particulars as 
to age, qualifications, etc. and salary 
expected. 





PRACTICE WANTED 


Firm of chartered accountants desires 
to purchase practice in South Western 
Ontario. Box 508. 


CHARTERED ACCOUNTANT 


Firm of chartered accountants re- 
quires C.A. to manage branch office 
in small South Western Ontario city. 
Reply with full particulars to Box 
509. 


STUDENT 
Intermediate required for chartered 
accountant with extensive practice. 
Partnership available for qualified 
man on graduation. Salary according 
to experience and ability. Box 500. 
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SPECIALIZED STENOGRAPHIC 


SERVICE FOR 
CHARTERED ACCOUNTANTS 
Prompt and efficient typing of re- 
ports, statements, tax returns, business 
letters, etc. Confidential service at 

reasonable rates on hourly basis. 
Miss B. Hill Room 604 
EM. 8-8209 320 Bay St., Toronto 


PRACTICE WANTED 
Chartered accountant wishes to ex- 
tend his Montreal practice by pur- 
chase. Box 507. 


RECENT C.A., R.LA. OR 
COMMERCE GRADUATES 
We require several ambitious young 
men with a good basic accounting 
knowledge for systems and cost anal- 
ysis work. This is an excellent oppor- 
tunity for training and advancement 
in a large industrial corporation. Ap- 
plications will be treated in strict con- 
fidence. Give full particulars con- 
cerning education, qualifications, ex- 

perience and references. Box 505. 


POSITION OFFERED IN 
WINNIPEG 
Winnipeg firm requires chartered 
accountant with sound auditing ex- 
perience to act as supervisor, prefer- 
ably between 30 and 40 years of age. 
Partnership opportunity. Box 510. 


STUDENT WANTED 
Junior or intermediate student for 
chartered accountants’ office. Apply 
Grossman, Karp & Co., 206 Bloor St. 
W., Toronto. WA. 2-3314. 
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PROFESSIONAL CARDS 





PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


Hamilton Building, 395 Main Street - - Winnipeg, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 
Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 





McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street Toronto 1, Ont. 
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PLAXTON & COMPANY 
Barristers and Solicitors 


Suite 1207, 320 Bay Street - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 


Bank of Canada Building - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, KER & CATE 
Barristers and Solicitors 


Royal Bank Building - . . - Montreal 1, Que. 


PHILLIPS. BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - . - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PREVOST, GAGNE, FLYNN & CHOUINARD 
Barristers and Solicitors 


Price House, 65 St. Ann Street - - Quebec 4, P.Q. 








